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Course in the 
Mid-Seventies?
Maxine C. Johnson is Director of the Bureau of 
Business and Economic Research and Professor 
o f Management, School o f Business 
A dm in is tra tion, University o f M ontana, 
Missoula.
_ _________
A discussion of the state's economy led off 
the seminar program
w e have all read and heard a great deal about the 
recent recession and the recovery, and the 
prospects under the new administration. All of this 
is important for Montanans and I'll be discussing 
these matters a bit later. But Montana is not a 
miniature U.S. economy; we sometimes march to a 
different drummer. If we are to make intelligent 
judgments about Montana's economic outlook, we 
must understand the state economy. So I'm going 
to be talking for a while about Montana's economy, 
its underlying strengths and weaknesses, how it has 
performed in recent years, and how it relates to the 
U.S. economy. Then we'll go on to discuss the 
outlook in terms of recent Montana trends and in 
the light of national prospects.
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The 1960s: a period of falling behind
The decade of the 1960s was a period of rapid 
economic growth in the United States. For the most 
part, Montana did not share fully in that growth. By 
most im portant measures, our economy 
performed poorly compared to the national.
The state's population grew by only 3 percent 
during the decade, while the United States was 
growing by 13 percent. Montana lost 58,000 
through outmigration. That is, when all the moving 
in and out during the ten years was completed,












A good many Montanans would just as soon the 
state's population did not grow; we like our small 
state and small towns. But the reasons for our slow 
growth in population and our net loss through 
outmigration should make us all uncomfortable.
The Montana economy just didn't generate 
enough jobs to support our potential population 
during the sixties. Figure 1 shows changes in total 
employment in Montana and the United States 
between 1960 and 1970. Employment in Montana 
increased 12 percent during the 1960s; in the U.S., it 
grew half again as fast, with a 19 percent increase.
nU.S. Department o f Commerce, Bureau of the Census.
Unemployment was usually higher in Montana 
than in the U.S., especially during the latter part of 
the decade (figure 2). Unemployment is typically 
higher here because many of our industries are 
very seasonal; agricu ltu re , logging, and 
construction are examples. But a lack of jobs also 
contributed to the higher unemployment here. 
Needless to say, it would have been higher without 
the heavy outmigration.
Montanans had per capita incomes well below 
the national figures throughout the sixties. Per 
capita income, of course, is total personal income 
divided by total population; in other words, 
average income per person.
The income figures in figure 3 are in constant 
1972 dollars; that is, the effects of inflation have 
been removed. They include all income received
Figure 2. Unem ployment as a Percent of the 
Labor Force, M ontana and the 
United States, 1960 -  1970
Sources: U.S. Department o f Labor, Bureau o f Labor Statistics; 
and Montana Department o f Labor and Industry, Employment 
Security Division.
Figure 1. Employment, M ontana and the 
United States, 1960 -  1970
Figure 3. Per Capita Income, M ontana and the 
United States, 1960 - 1970, in 1972 Dollars
Sources: U.S. Department o f Labor, Bureau of Labor Statistics; 
and Montana Department of Labor and Industry, Employment 
Security Division.
Sources: U.S. Department o f Commerce, Bureau o f Economic 
Analysis. The implicit price deflator for personal consumption 
expenditures was used in adjusting for price changes.
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by individuals—wages and salaries; proprietors' 
income; rent, dividends, interest; social security, 
welfare, and so forth. The first thing to note is that 
despite the problems Montana experienced during 
the sixties, average incomes in constant dollars did 
increase, by about one-third, or 33 percent. That's a 
good increase. But meanwhile, incomes in the U.S. 
as a whole were growing by 38 percent. So 
Montanans' income fell further behind those of 
other Americans. In 1960, our per capita income 
was equal to 92 percent of the U.S.; in 1970, it was 88 
percent of the national figure.
Because farm income is so important in 
Montana, and because it fluctuates a great deal, our 
per capita incomes are quite erratic. The decline in 
1961, for example, reflects the drought and the 
sharply reduced farm income that year.
Economists talk a lot about income and use per 
capita income figures to compare economic 
welfare in different areas. Per capita income is the 
best measure we have to compare economic well 
being. We know that general well-being depends 
upon a good many things besides income, and we 
know that Montana has many advantages that help 
to offset lower incomes. But how much income one 
is willing to give up in order to enjoy the Montana 
way of life probably depends upon where one 
ranks on the income scale and upon one's family 
responsibilities.
We believe that many of the people who left 
Montana during the sixties did so because 
employment opportunities were limited and 
because per capita incomes were below the 
national average, and falling further behind.
Why didn't Montana share fully in the national 
growth? Mostly because employment in our 
primary industries wasn't growing.
Primary or basic industries are industries which 
produce goods and services for sale outside an 
area. They bring money into the local economy and 
stimulate growth. We define Montana's primary 
industries as agriculture, mining, manufacturing, 
railroads, and the federal government. Combined 
employment in these industries declined by 1,300 
between 1960 and 1970:2
I960 1970 Change
Total primary employment 86,400 85,100 —1,300
Farm 39,000 36,100 —2,900
Nonfarm 47,400 49,000 1,600
Mining 7,900 6,600 —1,300
Manufacturing 20,600 23,900 3,300
Railroads 9,000 6,600 —2,400
Federal government 9,900 11,900 2,000
2Montana Department o f Labor and Industry, Employment 
Security Division.
Losses in farm, mining, and railroad employment 
were only partially offset by increases in the 
number of manufacturing and federal government 
workers. The declines in agriculture, mining, and 
railroad employment were not unique to Montana. 
They were occurring throughout the country, and 
were mostly a result of changing technology which 
enabled fewer workers to produce more. The 
problem was that those industries were more 
important here than in the United States as a whole, 
and so we lost proportionately more jobs.
Even though employment declined, greater 
productivity per worker resulted in a substantial 
increase in the earnings of primary workers, 
especially farmers and ranchers. After allowances 






earnings $688,000,000 $892,000,000 30
Farm 255,000,000 349,000,000 37
Nonfarm 432,000,000 543,000,000 26
Earnings, as we define them here, include 
income earned by wage and salary workers and by 
the self-employed through participation in the 
labor force. Earnings are also called participation 
income.
The increased earnings in our primary or export 
industries created a growing market for our 
derivative industries—those industries serving the 
local population. Asa result, they hired some 30,000 
new employees—mostly in wholesale and retail 
trade, services and finance, and state and local 
government:4
1960 1970 Change
Total derivative 150,300 180,600 30,300
employment
Utilities, except railroads 10,000 10,800 800
Construction 11,000 11,000 0
Trade 40,500 48,100 7,600
Services and finance 30,000 41,800 11,800
State and local 28,600 40,700 12,100
government
All other 30,200 28,200 —2,000
These new jobs in derivative industries kept total 
employment growing in the state during the sixties.
JU.S. Department of Commerce, Bureau of Economic 
Analysis. The implicit price deflator for personal 
consumption expenditures was used in adjusting for price 
changes.
4Montana Department of Labor and Industry, Employment 
Security Division.
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The net result was an increase over the decade of
29,000 jobs—not enough, as we have noted, to 
prevent heavy outmigration, but certainly a 
substantial number:5
1960 1970 Change
Total employment 236,700 265,700 29,000
Primary 86,300 85,100 —1,300
Derivative 150,300 180,600 30,300
It's interesting to note that these new jobs were 
created as a result of increases in income in primary 
industries already in the state. We added a few new 
manufacturing activities in the sixties, mostly in 
wood products, but generally speaking new 
employment opportun ities resulted from 
increased earnings in established primary 
industries.
Approximately three-fourths of total personal 
income in Montana consists of earnings or 
participation income. This means that the number 
of people working and the kinds of jobs they hold 
have a great deal to do with determining per capita 
income. During the sixties the proportion of 
Montana's population in the labor force was 
smaller than in the U.S.—partly because there were 
fewer women working here, and partly because so 
many people of working age left the state. Fewer 
people at work helped keep per capita incomes 
lower here. Adding to the problem was the 
distribution of employment among industries. We 
had proportionately fewer workers in the higher 
paying industries, notably manufacturing, and 
more people employed in low-paying or seasonal 
jobs.
Changes in employment patterns between 1960 
and 1970 intensified this problem. Our growth was 
mostly in the derivative industries—trade, services 
and finance, state and local government. For the 
most part, these industries do not pay very well. In 
general, worker productivity is low compared to 
the more highly mechanized primary industries 
(such as mining and manufacturing) and it 
increases slowly.
In addition to income earned through 
participation in the labor force, there are two other 
major sources of personal income: property 
income, which consists of rent, dividends, and 
interest; and transfer payments, defined as income 
for which no services are currently rendered. 
Examples of transfer payments include social 
security  and o th e r re tire m e n t incom e, 
unemployment insurance, and welfare. Both
5lb id .
property income and transfer payments grew more 
slowly in Montana than in the United States during 
the sixties.
So Montanans fell behind other Americans 
during the sixties in terms of economic well-being 
as measured by per capita incomes. We weren't 
doing too well as the seventies began.
Doing better in the seventies
One of the reasons economists have so much 
difficulty in analyzing and projecting employment 
and income is that we don't always have good 
information. This is especially true for small states 
such as Montana, and for counties.
We can discuss the sixties with some confidence, 
because we have the census data for 1960 and 1970. 
But we won't have another Census of Population, 
with all the information it contains about 
employment and income, until 1980, and we are 
now six years away from the 1970 census. Some of 
our numbers are a bit shaky, and nearly all of them 
are subject to revision.
Nevertheless, the evidence seems to indicate 
that Montana's economy has been doing better in 
the seventies. According to Census Bureau 
estimates, our population is increasing much more 
rapidly than it did during the sixties. The figures 
show an 8 percent increase between 1970 and 1976, 
compared to only 3 percent from 1960 to 1970. Our 
population apparently has increased faster than 
that of the United States since 1970; the national 





Percent increase 8 6
There are tw o reasons why Montana's 
population may be growing more rapidly than the 
national. First, our birth rates are currently higher 
than those for the U.S., while death rates are about 
the same. This means the natural rate of increase is 
higher here. Second, and more important, is that 
instead of losing population through outmigration, 
we apparently have begun to gain residents from 
out of state. The figures show an increase of about
26,000 as a result of migration; that is, 26,000 more 
people have moved into Montana than out since 
1970. This trend is being reported for all the 
M ountain states, w ith  Montana and Utah 
experiencing the lowest rates of in-migration.
HJ.S. Department o f Commerce, Bureau of the Census.
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Population movement from state to state is very 
difficult to estimate. This is true for small states in 
particular, and the figures for Montana may 
contain considerable error. We'll know when we 
get the results of the 1980 census.
Most of the population gain reported since 1970 
is occurring in a few counties. We don't have 
county figures for 1976 yet, but between 1970 and 
1975 almost half the increase occurred in 
Yellowstone, Missoula, and Gallatin counties. If we 
add Flathead and Ravalli, we have accounted for 
two-thirds of the increase. Twenty-one of our 56 
counties, most of them small rural counties, are 
reported to have either lost population or shown 
no change. There's nothing new about this, of 
course. The movement from rural to urban areas 
has been going on for many years.
Another significant change has taken place since 
1970 in Montana's population. Practically all the 
increase has occurred among people in the 
working-age groups:7
1970 1974 Change
Total population 694,000 735,000 41,000
Under 18 years 249,000 246,000 —3,000
18 to 64 years 375,000 416,000 41,000
Over 64 years 69,000 73,000 4,000
The 18 to 64 age group has been increasing in size 
everywhere, of course, as all those young people 
born in the fifties have moved into the working 
ages. But the change in Montana has been 
somewhat more pronounced than for the United 
States as a whole, perhaps because of the change in 
state migration patterns. As I mentioned earlier, in 
the past we have had fewer people of working age, 
with proportionately more youngsters and older 
people. If the Census Bureau estimates for 1974 are
7U.S. Department of Commerce, Bureau of the Census.
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correct, M ontana's popu la tion  now has 
approximately the same age distribution as the 
United States.
So the Montana economy has needed to provide 
a very large number of new jobs since 1970. And it 
has done quite well. Employment has increased 
faster here than in the U.S. (figure 4).
According to Employment Security Division 
estimates, 306,000 Montanans were employed in 
1976. That's 43,000 more than in 1970. (The state 
economy provided only 29,000 new jobs over the 
entire decade of the sixties.) As figure 4 shows, most 
of the growth occurred between 1970 and 1974. The 
recession which began in 1974 slowed the rapid 
expansion in both Montana and the United States. 
Montana's employment didn't decline in 1975, as 
did employment nationally, but it didn't increase 
much in either 1975 or 1976. U.S. employment 
made a rather rapid comeback in 1976.
The same areas that experienced most of the 
population growth, of course, also offered most of 
the new job opportunities. According to the 
Employment Security Division, Yellowstone 
County headed the list, with 12,000 new employed 
workers (27 percent of the state total). We attribute 
this mostly to increased coal mining and petroleum 
activity in the nearby areas and to Billings' role as a 
trade center. If we add the Missoula, Kalispell, and 
Bozeman labor market areas, we have accounted 
for 55 percent of the new employment between 
1970 and 1976.
In spite of the large number of new jobs, 
employment has not been able to keep pace with 
the growth in the labor force, and a good many
Figure 4. Employment, M ontana and the 
United States, 1970 -  1976
Sources: U.S. Department of Labor, Bureau o f Labor Statistics; 
and Montana Department o f Labor and Industry, Employment 
Security Division.
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Figure 5. Unemployment as a Percent of the 
Labor Force, M ontana and the 
United States, 1970 -  1976
Figure 6. Capita Incom e in M ontana and the 
United States, 1970 -  1976, in 1972 Dollars
Sources: U.S. Department o f Labor, Bureau o f Labor Statistics; 
and Montana Department o f Labor and Industry, Employment 
Security Division.
Source: U.S. Department o f Commerce, Bureau o f Economic 
Analysis. The implicit price deflator for personal consumption 
expenditures was used in adjusting for price changes.
people have been unable to find work. According 
to Employment Security Division estimates, 
Montana’s unemployment rate has not been below 
6 percent since 1970 (figure 5). Until 1975, at the 
bottom of the national recession, Montana’s 
unemployment rate continued to hover about a 
percentage point above the U.S. rate. In 1975, 
Montana reported 8 percent of its labor force 
unemployed, compared to the U.S. figure of 8.5 
percent; in 1976 the rates for the two areas were 7.9 
and 7.7 percent respectively.
The Montana unemployment estimates used in 
figure 5 and quoted above are from  the 
Employment Security Division of the Montana 
Department of Labor and Industry. In 1976,the U.S. 
Bureau of the Census began including Montana in 
the national Current Population Survey conducted 
monthly for the Bureau of Labor Statistics. The 1976 
unemployment figures from the CPS survey are 
significantly lower than those prepared by the ESD. 
This difference of opinion serves to further 
emphasize the problems and uncertainties 
involved in working with economic data.
Per capita incomes in Montana have moved 
closer to the national average during the seventies 
(figure 6). The 1976 figures are estimates, but they 
probably are not far off. They indicate that per 
capita income in Montana was equal to 92 percent 
of the U.S. figure that year, compared to only 88 
percent in 1970. The bulge in 1973 was caused by 
very high farm incomes.
Breaking the past six years down into two 
periods, 1970 to 1974 and 1974 to 1976, helps us 
develop a better perspective as to what's been 












United States 4 2 6
Employment
Montana 15 2 16
United States 9 2 11
Per capita income, 
1972 dollars
Montana 15 2 18
United States 9 3 12
State population, employment, and per capita 
income grew much more rapidly than the national 
between 1970 and 1974. Then, between 1974 and 
1976, Montana’s population growth dropped back 
to the U.S. rate, employment in both areas 
increased by only 2 percent, and per capita 
incomes grew slowly. The 1976 income figures are 
rough estimates, not precise enough for the 
percentage point difference to be significant.
“Population—U.S. Department of Commerce, Bureau of the 
Census; employment—Montana Department of Labor and 
Industry, Employment Security Division; and U.S. 
Department of Labor, Bureau of Labor Statistics; per capita 
income— U.S. Department of Commerce, Bureau of 
Economic Analysis. The implicit price deflator for personal 
consumption expenditures was used in adjusting for price 
changes.
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The questions we ought to be asking are why our 
employment and income grew so rapidly in 
comparison to national patterns between 1970 and 
1974; why they fell back to U.S. standards between 
1974 and 1976, even though the recession was less 
severe here; and, most important, what is likely to 
happen to Montana employment and income in 
the coming years? Will we go back to the more 
rapid growth pattern of the early seventies or were 
the past two years more indicative of the future?
1970 to 1974: a new era in Montana?
The years 1970 to 1974 combined a happy set of 
circumstances for Montana. Markets for Montana 
coal opened up, and mostly because of that, total 
mining employment in the state increased by 900 
jobs. The housing industry had some very good 
years and our wood products production and 
employment expanded; the growth in that industry 
offset a big decline in primary metals caused by the 
closing of the Great Falls smelter. As a result, 
manufacturing employment increased by 400 
workers. During the same period, federal 
government employment grew by 1,100. In total, 

















According to the estimates, farm employment 
(operators and hired workers) declined by 1,000. 
But farm employment is very difficult to estimate, 
and that figure may or may not be realistic.
Whether farm employment was up or down, 
farm income was definitely up. Both 1973 and 1974 
were big years for Montana agriculture. The 
demand for our farm products was high due to a 
world shortage of grain, and farm prices and 
income skyrocketed. 1973 was better than 1974, but 
even in the latter year farm earnings (farm 
proprietors' income plus wages and salaries) were 
30 percent above 1970, after adjustment for 
inflation. Earnings in our nonfarm primary 
industries were up 13 percent, reflecting the
’Montana Department o f Labor and Industry, Employment 
Security Division.
increased employment. Total primary earnings 






(In 1972 dollars) 
$892,000,000 $1,065,000,000 19
Farm 349,000,000 453,000,000 30
Nonfarm 543,000,000 612,000,000 13
These unusual gains in primary income were 
responsible for a very large growth in derivative 
industries. In 1974, there were almost 35,000 more 
derivative workers than in 1970:11
1970 1974 Change
Total derivative 180,600 215,300 34,700
employment
Utilities, except railroads 10,800 13,100 2,300
Construction 11,000 13,800 2,800
Trade 48,100 59,100 11,000
Services and finance 41,800 53,400 11,600
State and local 40,700 45,200 4,500
government
All other 28,200 30,700 2,500
About two-thirds of the new jobs were in trade, 
services, and finance, as those industries 
responded to increased demand for goods and 
services. We all recall the new shopping centers, 
motels, restaurants, and drive-ins of that period.
The total number of new jobs created during the 
four-year period from 1970 to 1974 was 36,000, 
compared to 29,000 during the entire decade of the 
sixties:12
1970 1974 enange
Total employment 265,700 301,700 36,000
Private sector 213,100 243,500 30,400
Government 52,600 58,200 5,600
Federal 11,900 13,000 1,100
State and local 40,700 45,200 4,500
Most of the new jobs were in the private sector, 
and that was encouraging. There's no doubt that 
the Montana economy had taken a turn for the 
better.
But there are some things we need to note about 
these figures. I pointed out that two-thirds of the 
new derivative jobs were in trade, services, and 
finance. While the number of jobs in these 
industries was increasing, the average number of
10U.S. Department of Commerce, Bureau of Economic
Analysis. The implicit price deflator for personal 
consumption expenditures was used in adjusting for price 
changes.
"Montana Department of Labor and Industry, Employment 
Security Division.
12lbid.
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hours worked per week was falling. If people had 
been working the same number of hours per week 
in these industries in 1974 as they did in 1970, there 
would have been 5,400 fewer derivative jobs and 
the total increase in employment would have 
amounted to roughly 30,600 rather than 36,000. 
(These are very rough adjustments.) Similar 
declines in hours worked did not occur in other 
Montana industries, and the decline in hours 
worked in trade, services, and finance was greater 
here than in the United States.
The truth is that many of the derivative jobs 
created in Montana during this period weren't very 
good jobs. A good share of them were part-time, 
low paying, and/or seasonal—jobs as retail clerks 
and hotel, motel and restaurant employees. They 
did not represent satisfactory employment for 
heads of families. But they did make an important 
contribution to the Montana economy. When 
filled by secondary workers—married women or 
young people living at home—they helped raise 
family incomes. And they resulted in a higher labor 
force participation rate. By 1974, the percent of 
Montana's population in the employed labor force 
was the same as in the United States, after decades 
of being considerably lower. Mostly this was 
because more Montana women went to work. 
There were more women in the working age 
groups, of course, but the greater availability of 
traditional “ women's jobs"—no doubt often 
combined with economic necessity—appears to 
have brought them out of the home.
This increased proportion of workers, plus the 
growth of jobs in the higher-paying primary 
industries, plus the huge growth in farm income 
enabled Montanans to do quite a lot of catching up 
with respect to per capita income between 1970 
and 1974. In 1972 dollars—that is, after adjustment 
for inflation—per capita incomes were up 15 
percent in that four-year period, compared to 9 
percent in the U.S.:13 *




Percent change 15 9
Per capita earnings of Montana workers were up 13 
percent, more than twice as much as in the United 
States. Per capita property incomes (rent, dividends 
and interest) increased faster in Montana—14
13U.S. Department of Commerce, Bureau of Economic
Analysis. The implicit price deflator for personal
consumption expenditures was used in adjusting for price
changes.
percent compared to 10 percent. Per capita transfer 
payments (social security, pensions, unemploy 
ment insurance, welfare) grew more rapidly than 
any other source of income, but the increase in 
Montana (28 percent) was smaller than in the U.S. 
(34 percent)—reflecting a smaller percentage 
increase in unemployment and welfare payments.
We must remember, of course, that 1974 was a 
recession year, and the national economy was 
more severely affected than the state. That may 
have made Montana look better than it deserved. 
Nevertheless, the figures were encouraging; and 
we began to hear a lot of talk about rapid growth in 
Montana.
1974 to 1976: back to reality
Then farm prices began to fall—cattle in 1974 and 
wheat in 1975—as world demand for Montana 
agricultural products declined. At the same time, 
the national recession reduced the demand for 
wood products, copper, and other Montana 
commodities; railroad traffic across the state 
declined.
Here's what happened to Montana's primary 
employment between 1974 and 1976:14 *
1974 1976 Change
Total primary employment 86,400 83,400 —3,000
Farm 35,100 35,000 —100
Nonfarm 51,300 48,400 —2,900
Mining 7,500 5,900 —1,600
Manufacturing 24,300 22,600 —1,700
Railroads 6,500 6,100 —400
Federal government 13,000 13,800 800
"Montana Department o f Labor and Industry, Employment 
Security Division.
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The only primary industry that increased its 
employment between 1974 and 1976 was the 
federal government. The three other major 
nonfarm industries—mining, manufacturing, and 
the railroads—laid o ff workers. At year-end 1976, 
their employment still was substantially below 1974.
The net result was that we had 2,900 fewer people 
at work in nonfarm primary industries in 1976 than 
in 1974. Worse, we had wiped out all the gain that 
occurred between 1970 and 1974, and then some. 
The 1976 estimate of 83,400 is 1,700 below the 1970 
figure.
The large job losses in mining were concentrated 
in metal mining; manufacturing employment 



















Falling copper prices and high costs resulted in 
the closure of underground mines and curtailment 
of open-pit activity and brought about a loss of 
some 1,800 jobs in metal mining. For the mining 
industry as a whole, the &nail gains in other mining, 
including coal and petroleum, didn't go far in 
offsetting the metal mining decline.
Total manufacturing employment in 1976 was 
1,700 below 1974. The decline in wood products
15lbid.
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employment has been a serious loss for western 
Montana, and is the major reason that area has 
been reporting some of the highest unemployment 
rates in the state. In 1976, forest industry 
employment was 800 below 1974; it was 1,200 less 
than in 1973, the recent high for that industry.
The 1976 employment figures are subject to 
revision. But, the revisions are not apt to be large 
enough to change the conclusion that we suffered 
a significant loss in nonfarm employment between 
1974 and 1976.
The loss in nonfarm jobs resulted in a 2 percent 
decline in nonfarm primary earnings between 1974 
and 1975 after adjustment for inflation. A much 
larger decline occurred in farm earnings, as prices 












Farm 453,000,000 401,000,000 — 11
Nonfarm 612,000,000 598,000,000 — 2
Official personal income estimates for all of 1976 
aren't available yet. Given the figures for the first 
two quarters, total primary earnings in 1976 were 
probably about the same as in 1975, after 
adjustment for inflation. That means they also were 
about 6 percent below 1974. We can compare that 
figure—minus 6 percent—to the 19 percent 
increase recorded between 1970 and 1974. And we 
can see the consequences in this table:17
1974 1976 Change
Total derivative 215,300 224,600 9,300
employment
Utilities, except railroads 13,100 13,400 300
Construction 13,800 11,300 —2,500
Trade 59,100 59,600 500
Services and finance 53,400 56,600 3,200
State and local 45,200 53,100 7,900
government
All other 30,700 30,600 —100
The derivative industries, which had contributed 
almost 35,000 new jobs during the four-year period 
from 1970 to 1974, have provided only 9,300 
additional jobs during the past two years. About 85 
percent of the new employment was in state and 
local government. The figures for trade are 
especially interesting: 500 new jobs between 1974
16U.S. Department of Commerce, Bureau of Economic 
Analysis. The implicit price deflator for personal 
consumption expenditure was used in adjusting for price 
changes.
17Montana Department of Labor and Industry, Employment 
Security Division.
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and 1976, compared to 11,000 between 1970 and 
1974. We lost 2,500 jobs in construction—some of 
the better jobs provided by this group of industries. 
Commercial building fell off and Colstrip 1 and 2 
were completed.
The trend toward shorter work weeks which 
seems to indicate more part-time jobs in trade, 
services, and finance continued between 1974 and 
1976. The increase of 9,300 derivative jobs is 
reduced to 6,700 if the figures are adjusted to 
conform to hours worked in 1970. And the increase 
in total employment between 1974 and 1976 
becomes 3,700, or 1 percent. Once again, these are 
rough adjustments, and once again, comparable 
declines in hours worked did not occur nationally.
just a few more comments on employment 
changes between 1974 and 1976. First, all of the 
increases in employment over the two-year period 
occurred in government. Employment in the 
private sector declined by 2,400 jobs; government 
employment increased by 8,700 jobs. Much of the 
increase was in local government employment, 
which increased by 5,500 workers over the two- 
year period. A good many of these new positions 
were funded by the federal government, under 
programs such as CETA, in an attempt to alleviate 
unemployment:18
1974 1976 Change
Total employment 301,700 308,000 6,300
Private sector 243,500 241,100 —2,400
Government 58,200 66,900 8,700
Federal 13,000 13,800 800
State and local 45,200 53,100 7,900
State 17,200 19,600 2,400
Local 28,000 33,500 5,500
The second thing about employment changes is 
that the new jobs are being filled by women. The 
Employment Security Division began estimating 
nonfarm wage and salary employment by sex in 
1974. According to its figures, the number of 
women working for wages and salaries in nonfarm 
industries increased by 8,600 in two years, and the 
number of males declined by 2/I00:19
1974 1976 Change
Total nonfarm wage and 
salary workers 235,900 242,400 6,500
Female 89,500 98,100 8,600
Male 146,400 144,300 —2,100
This change in employment patterns is taking 
place throughout the United States. More women
18lbid.
19lbid.
are going to work, and the percentage of men in 
the labor force is declining. Men are retiring earlier 
and some are choosing not to be part of the work 
force. But the changes are more pronounced in 
Montana. We are losing more male workers and 
gaining more females than the country as a whole. 
In part, this is a reflection of the kinds of jobs 
available. Most of the new jobs were in services and 
finance, or government, and that's where we 
added the most workers:20
Total female nonfarm wage
1974 1976 Change
and salary workers 89,500 98,100 8,600
Trade 24,600 25,000 400
Services and finance 33,400 35,600 2,200
Government 24,600 30,100 5,500
All other industries 6,900 7,400 500
The next four years: 
back to limited growth
So the seventies thus far present a contradictory 
picture for Montana. We had a brief and unusual 
period of rapid expansion of employment and 
income. Then came reduced farm incomes and the 
recession, and the growth slowed. What we would 
all like to know is, can we repeat that rapid growth 
in employment? What can we look forward to in 
1977 and the following few years?
The news at the national level was fairly good, 
until the weather interfered. Plant shutdowns in 
the East as a result of energy shortages created by 
severe winter weather plus anticipated closures in 
the western United States due to electrical energy 
shortages resulting from drought conditions mean 
that the anticipated real growth in gross national 
product of 5 percent may have to be revised 
downward. Unemployment may be higher than 
anticipated; the hope is that the rate may fall to 7 
percent by year end. And declines in food 
production because of water shortages in the West 
will mean higher food prices. The overall rate of 
inflation may be about 5.5 percent this year.
Montana's prospects depend mostly, of course, 
upon what happens to our primary or export 
industries. To a large extent, they are dependent 
upon national or world demand. But they are 
subject to other influences as well. Let's look at 
them individually.
Our most important export industry, of course, is 
agriculture. More than any other activity, it 
provided the impetus for the rapid growth of the 
early seventies. While nobody really can predict 
what may happen to farm incomes, the current
“ Ibid.
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outlook has been described by many experts as 
“ dismal."
Most agricultural economists predict a small 
increase in cattle prices this year, but they add that 
cattle producers may have to wait until 1978 for any 
real recovery.
Grain producers have even less reason for 
optimism. The export demand for U.S. wheat, 
which created the high prices of 1973 and 1974, has 
fallen sharply. With two years of almost worldwide 
bumper crops behind us and with huge quantities 
of grain in storage, prices may be lower after next 
year's harvest than they are today.
Added to these problems are the lack of snowfall 
in Montana this winter and the potential shortages 
of water next summer, which may result in 
shortages of feed for livestock and reduced crop 
production. Of course, large-scale crop failures in 
major producing countries or new government 
programs designed to raise prices or good moisture 
conditions from now on could change these 
prospects. But as of now it isn't realistic to expect 
farm incomes to provide any real boost to the state 
economy this year.
If agriculture is not likely to get us going again, 
what about our nonfarm export industries? Let's 
start with mining. Mining employment last year was 
1,600 below 1974, and the decline had occurred in 
metal mining—copper.
We all are aware of the problems of The 
Anaconda Company, now merged with the 
Atlantic Richfield Company. The Butte operation 
desperately needs the capital that ARCO can 
provide. But what it needs most of all is an increase 
in copper prices so that it can be operated 
profitably. Unfortunately, the outlook for price 
increases is limited. The industry anticipates an 
excess of copper again this year.
Any improvement in the market might not mean 
much increase in employment in Montana. There 
has been a tremendous increase in productivity in 
the Butte mines: 2,300 miners in 1976 produced 
more copper than 3,100 miners in 1975. Even with 
new ownership, new capital, and increased prices 
and production, employment may not return to 
pre-recession levels, unless new mines or 
processing activities are developed. And the lag 
involved in such developments probably rules this 
out for the next few years.
We should also note that 1977 is a contract year, 
so there is the possibility of a labor-management 
dispute, and a work stoppage.
If we are not to regain all the lost jobs at Butte, 
what about coal mining? Will employment in that
industry offset the losses in metals? In 1975, we 
produced 22 million tons of coal, and coal mining 
employment amounted to less than 700. Even if 
1980 production reaches 40 or 50 million tons, we 
can't expect more than another 700 or so new jobs 
spread over the next three or four years.
The wood products industry, our most important 
manufacturing industry, should fare better in 1977. 
Over the past year, the housing market has 
improved and lumber and plywood prices have 
risen.
There is a backlog of demand for housing and the 
industry should have several good years, barring 
either another recession or another bout with 
excessive inflation. The current estimate for 1977 is 
1.8 million new units, compared to 1.5 million last 
year. This should put some Montana wood 
products employees back to work, but it probably 
will not create enough demand to enable us to 
recover the 1,200 jobs we lost between 1973 and 
1976.
Over and above market conditions, the constant 
concern of the forest industry, of course, is the 
availability of timber. The industry won something 
of a victory last fall with the passage by Congress of 
the National Forest Management Act. The Act was a 
response to several court decisions, including the 
now famous Monagahela case. These decisions 
would have stopped clear-cutting and established 
other policies which the industry opposed. 
According to the Forest Service, the result would 
have been a substantial reduction, at least 
temporarily, in the supply of timber from public 
lands.
The Act by no means settled the controversy as to 
how public forestlands should be managed and 
used. These differences of opinion will continue. 
The timber supply from public lands may well be 
further reduced. This means that any new industry 
activity will be dependent upon increased 
utilization of the resources or upon greatly 
intensified management, which would require 
large capital expenditures by the federal
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government. I don't see those expenditures being 
provided by Congress for public lands in the next 
few years. No doubt we will see a continued trend 
in western Montana toward greater utilization of 
mill and forest residues and toward the use of 
smaller logs. I expect also that we will see more 
integration of operations and fewer and larger 
firm s — as e v iden ce d  by the  C ham pion  
International-Hoerner Waldorf merger. The wood 
products industry will continue to provide the 
econom ic base for western Montana, but it may not 
foster the growth of jobs which it has in the past.
Our two other primary or export industries are 
railroads and the federal government. We may see 
modest gains in railroad employment as coal 
exports increase, but they won't be large enough to 
have a significant effect on the state.
In the past, it's nearly always been safe to predict 
an increase in federal government employment, 
although it did decline in Montana between 1975 
and 1976. It's hard for me to picture a permanent 
decline in federal employment, although it may not 
grow as rapidly as it has in the past. Mr. Carter's 
economic program calls for the funding of several 
hundred thousand new jobs over the next two 
years. Montana presumably will receive some of 
this funding. Most of the jobs will be on state and 
local government or private payrolls. Federal 
employment as such may not show large increases 
over the next few years, but federal money may 
create some new jobs.
My conclusions, then, are that the prospects for 
higher farm incomes this year are not good, but 
that we may regain some jobs in our nonfarm 
primary industries. The wood products industry 
may add some workers, and there will be some new 
temporary jobs in connection with upgrading the 
missile facilities in the Great Falls area. These are 
classified as manufacturing jobs. This means that 
1977 may be a better year than 1976, but it isn't likely 
to set any records.
Nor do I see a rapid expansion of employment 
between now and 1980.1 suspect we may be lucky if 
we regain those 3,000 primary jobs we have lost in 
the past two years.
That does not mean, however, that total earnings 
in the nonfarm segment may not increase in
response to increased productivity, just as earnings 
did in the sixties. That would provide some new 
jobs in derivative industries serving the local 
population. But the growth is apt to be slow, and 
most of the jobs will not be as good as we would 
like.
The truth is that the period of the early seventies 
may have been an aberration in the state's 
economic history—a few years when unusually 
high farm incomes combined with a growth of 
employment and earnings in nonfarm primary 
industries to create a situation that will not often be 
repeated.
There are some bright spots. The best piece of 
news may be that we may not need as many new 
jobs during the next few years as we needed 
between 1970 and 1976. The very large increase in 
our working-age population which has occurred 
since 1970 is not likely to be repeated. Young 
people entering the labor force in the future will 
have been born in years of lower birth rates, and 
there won't be so many of them. And fewer people 
are likely to move into Montana if jobs become 
scarce.
The big question mark is the female labor force. 
The U.S. Department of Labor thinks that the rate of 
growth in labor force participation for all American 
women may soon begin to level off. But the Labor 
Department has been saying this for years; its male 
economists have not been very successful in 
predicting women's behavior. I suspect that an 
increasing proportion of Montana women may 
continue to look for jobs, especially if our family 
incomes fail to keep pace with U.S. incomes. But 
the pool of women in the working age groups will 
not be growing as fast as in the past, so the potential 
female labor force won't expand as rapidly either.
There are geographic bright spots too—Billings, 
for one. And throughout the state there are many 
individual businesses which are doing very well.
But if our goal is to provide jobs for all who want 
them, and incomes comparable to the national 
average, then we have problems. To accomplish 
that goal, we probably w ill need more well-paying 
jobs and a larger increase in income than the state 
economy will be able to provide in the next few 
years. □
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Trends and prospects 
for Missoula, Billings, 
and Great Falls
I here are strong bonds between Montanans. If we 
are driving on a California freeway and see another 
Montana license plate—even if it is from a faraway 
county we honk the horn and wave. This 
statewide perspective encourages us economists to 
look at Montana as a whole and formulate much of 
our analysis in terms of<state totals. There is no 
denying the obvious, however, that all parts of 
Montana are not the same and that statewide data 
may not truly reflect conditions in certain areas. 
Our purpose here is to look carefully at three 
different areas, Missoula, Billings, and Great 
Falls Montana's largest cities—and examine their 
economies in detail.
PAUL E. POLZIN
Paul E. Polzin is a Research Associate in the 
Bureau of Business and Economic Research, 
and Associate Professor in the Department of 
Management, School of Business Admin 
istration, at the University of Montana, 
Missoula.
Maxine Johnson earlier commented on the lack 
of accurate and timely data to analyze current 
economic conditions in Montana. She was 
referring to state totals. When we look at substate 
data there is even less information and it is even 
more out of date. There are fairly complete 
statewide figures for 1975 and even some 
preliminary 1976 numbers. The corresponding data 
for cities and counties are usually one year older. 
For example, the latest statewide income figures 
refer to 1975, while the most current substate data 
are for 1974. We were able to use partial 
information to project 1975 values for some of the 
data series, but these figures should be interpreted 
with caution as they may be revised when further 
information becomes available.
15
Recent trends in Montana's 
largest cities
In order to put things in perspective, recent trends 
in population, employment, and income for 
Missoula, Billings, and Great Falls will first be 
examined. These three indicators measure 
different aspects of the local economy. In the long 
run—for example, from  one decade to 
another—these series tend to move together and it 
makes little difference whether we discuss the 
trends in population, income, or employment. 
There may be short-run differences between them, 
however, and the changes from one year to the 
next should be interpreted with caution.
The economies of Montana's three largest cities 
will be analyzed using county data. That is, 
Missoula, Billings, and Great Falls will be 
represented by Missoula, Yellowstone, and 
Cascade counties, respectively. There are two 
reasons for analyzing counties rather than cities. 
First, there are very few data for cities; most 
regularly published information is for counties. 
Second, the legal boundaries of a city are arbitrary. 
Its economy may extend far beyond the corporate 
limits.
Figure 1 shows population in Montana and the 
three urban counties. The data are graphed on a 
ratio (logarithm) scale so that equal slopes denote 
equal rates of change. Annual population estimates
Figure 1. Population in Montana and Cascade, 
Missoula, and Yellowstone Counties
Source: U.S. Bureau of the Census
are presented from 1970 to 1975. From 1960 to 1970, 
only the trend values are plotted to facilitate 
comparisons between the sixties and the first half of 
the seventies.
Looking first at the statewide data, we see that 
Montana's population grew at a faster rate between 
1970 and 1975 than during the sixties; the average 
slope of the graph is steeper during the early 
seventies than the trend value for the prior decade. 
The average compound rate of change was 1.5 
percent per year from 1970 to 1975, as compared to 
0.3 percent per year during the sixties.
Missoula County's rapid population growth 
during the sixties continued into the seventies. 
From 1970 to 1975, Missoula's population grew at an 
average compound rate of 2.7 percent per year, 
exactly equal to the rate during the sixties. There 
appears to be a slight reduction in the rate of 
growth during 1975, as indicated by the decline in 
the slope of the graph.
The population of Yellowstone County (Billings) 
grew at an annual compound rate of 2.2 percent 
between 1970 and 1975, more than double the 1.0 
percent average increase.during the sixties. Except 
for a minor deceleration during 1972, the 
population of Yellowstone County grew at roughly 
the same rate throughout the first half of the 
seventies.
Cascade County (Great Falls) had a mixed 
experience. Population grew significantly during 
1971, but in later years increases just about 
counterbalanced the decreases. Overall, the 
number of residents grew at an average compound 
rate of 0.7 percent per year between 1970 and 1975, 
slightly lower than the 1.1 percent per year 
recorded during the sixties.
We next turn to total employment, which is 
graphed in figure 2. Maxine Johnson earlier 
commented that statewide employment grew 
rapidly during the early seventies; this is confirmed 
by the Montana graph, which generally shows a 
steeper slope between 1970 and 1975 than during 
the sixties. (These figures include military em 
ployment, which was excluded from Maxine's 
analysis.) The rapid growth in Missoula and 
Yellowstone counties is also reflected in the 
employment data. Yellowstone County had an 
average compound increase of 4.8 percent per year 
between 1970 and 1975; this represented a sharp 
acceleration relative to the sixties. The average 
annual growth in Missoula County was 2.8 percent 
during the same five years. Looking more carefully 
at these figures reveals that until 1974 Missoula 
experienced a continuation of the rate of increase
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Figure 2. Total Employment in M ontana, and 
Cascade, Missoula, and Yellowstone Counties
Source: Montana Department of Labor and Industry 
Note: 1975 data estimated
experienced during the sixties; but things changed 
dramatically during 1975, when employment 
stopped growing. The number of workers in 
Cascade County has grown at an average 
compound rate of 0.8 percent during the last five 
years, significantly less than the average of 1.8 
percent per year during the sixties.
Personal income is the final indicator of local 
economic activity. The figures presented in figure 3 
have been converted to constant 1972 dollars to 
correct for inflation. Personal income in Montana 
has grown at an average compound rate of 3.8 
percent per year during the last five years, 
considerably greater than the trend value of 2.7 
percent per year during the sixties. Among the 
three urban areas, Yellowstone County again led 
the way in terms of growth; personal income rose 
at an average compound rate of 4.8 percent per 
year, significantly higher than the average of 3.2 
percent per year during the sixties. Personal 
income in Missoula County rose at an average 
compound rate of 3.5 percent per year, almost a full 
percentage point below the figure for the sixties. 
The lower figure may be due to the sharp decline in 
1974; from 1970 to 1973 personal income in 
Missoula grew at approximately its historic rate. 
Personal income in Cascade County rose at an 
average compound rate of 2.3 percent per year
during the first half of the seventies, slightly lower 
than the trend value of 2.9 percent per year during 
the sixties.
The graphs in figure 3 show that Montana and all 
three urban areas either had decelerations in the 
rate of growth or absolute declines in personal 
income during 1974. For Montana, the decrease 
may be attributed to two factors, the recent 
recession and the decline in farm income from its 
peak in 1973. The urban areas, on the other hand, 
are only indirectly affected by changes in farm 
income; the 1974 decelerations and declines were 
mostly caused by the recession. We will have to 
keep this fact in mind later because we will rely on 
1974 data as the most current.
The data on popu la tion , income, and 
employment suggest that both Yellowstone and 
Missoula counties grew rapidly during the first half 
of the seventies. The Billings area is currently 
expanding faster than during the sixties. The rapid 
growth in Missoula during the early seventies was 
about the same as experienced during the sixties; 
beginning about 1974, however, there appears to
Figure 3. Total Personal Income in M ontana and 
Cascade, Missoula, and Yellowstone Counties, in 
1972 Dollars
Source: U.S. Bureau o f  Economic Analysis 
Note: 1975 data estimated
M O N TAN A BUSINESS QUARTERLY/W inter 1977 17
have been a marked deceleration in Missoula's 
growth. Great Falls, on the other hand, did not have 
the robust conditions experienced in the other two 
cities; population, employment, and personal 
income all grew slower than in the two other urban 
areas. When compared to the statewide average, 
the recent growth in both Missoula and Billings 
generally exceeded the figures for Montana, while 
Great Falls lagged behind.
Population, income, and employment data do 
not tell us all we want to know. They describe what 
has happened but provide no explanation for why 
it occurred. In order to further analyze the 
economies of Montana's three urban areas and to 
determine the underlying causes of the recent 
trends, we first must understand the operation of a 
small economy.
How  a regional economy works
The layman's understanding of economics has 
increased in the last few years. Newscasts and 
newspapers routinely report the latest data for 
sophisticated economic concepts, such as the 
balance of payments or Gross National Product. 
These figures are not the ones you have heard 
quoted today. Instead, Maxine Johnson explained 
the recent trends in Montana’s economy in terms 
of primary and derivative industries. Economists do 
not analyze a small economy like Montana or its 
urban areas in the same way as they analyze the 
national economy. A different set of tools and 
concepts is used.
Perhaps the easiest way to explain these concepts 
is to look at a hypothetical region. We must keep in 
mind that hypothetical examples must be 
interpreted with a grain of salt; they are not 
intended to mirror all the complexities of the real 
world. Instead, they are constructed to illustrate 
only one or two main points and should not be 
used in situations where they may not apply.
Imagine a flat and featureless plain, somewhat 
like a stereotyped county in North Dakota. Let's 
stipulate that there are only two people in this 
plain; one is a pretzel baker while the other 
operates a brewery. For simplicity's sake, assume 
that each is self-sufficient in producing his output; 
that is, the baker makes flour from his own wheat 
and the brewer harvests malt, barley, and the other 
necessary ingredients from his fields. Each year the 
baker produces 100 packages of pretzels and keeps 
50 for himself and sells 50 to the brewer at $2 each 
for a total revenue of $100. Similarly, the brewer 
manufactures 100 sixpacks, retains 50 for his own 
consumption and sells 50 to the baker for a total of
Figure 4. A Hypothetical Region
$100. To help illustrate this example, it is pictured in 
figure 4.
Even though the hypothetical region has been 
simplified to the extreme, it has all the ingredients 
of a local area economy; namely, there are 
economic units producing goods and they depend 
on each other through the sale and purchase of the 
items. As it stands, there is no economic growth or 
decline in the hypothetical region; each year the 
brewer and the baker produce their 100 sixpacks or 
packages of pretzels, keep some for themselves, 
and sell the remainder to the other. In other words, 
this economy is in equilibrium.
Imagine that a soda pop manufacturer moves 
into the region and builds a new plant as pictured in 
figure 5. His entire output is sold in a nearby city 
(the residents of the region prefer to drink beer). As 
with the existing industries, this manufacturer is 
self-sufficient, buying none of his inputs from local 
sources. But, let's say that he develops a taste for the 
brewer's beer and buys twenty-five sixpacks for 
$50. What happens to the brewer? Obviously he 
will have to increase production by twenty-five 
sixpacks to satisfy the existing demands. His total 
revenue and, probably, profits have also grown. 
Being wealthier, he decides to buy an additional 
twenty-five packages of pretzels.
Our attention now turns to the baker. He also has 
experienced a rise in sales and profits and (being a 
little richer) he increases his purchases of beer to 
$112.50. The baker's and brewer's production and
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Figure 5. A Hypothetical Region with 
an Export Firm
income continue to grow in decreasing 
increments. We could com pute the new 
equilibrium values for production and sales, but 
this aspect is beyond the scope of this analysis.
As long as the soda pop manufacturer buys $50 
worth of beer a year, there will be no further 
change in the hypothetical economy. If the sales of 
soda pop in the city grow and the manufacturer 
becomes more prosperous, he may buy more beer. 
This would lead to further increases for the baker 
and brewer. On the other hand, if he meets stiff 
competition and his sales fall short of expectations, 
he may purchase less beer the following year. This 
would result in decreases for the baker and 
brewer that is, their production and revenue 
would be below that associated with a $50 purchase 
of beer by the soda pop manufacturer but still 
greater than if he purchased none at all.
Even though a beer and pretzel example appears 
trivial, most of the important elements required to 
analyze the economy of a small area are present in 
the hypothetical region. There are two distinct 
sectors: the export business (the soda pop manu 
facturer) which produces for markets outside 
the area and the derivative firms (the baker and
brewer) which service the local population. Notice 
that the workers in the export firms are part of the 
local population which patronize the derivative 
businesses. In fact, this is the mechanism for 
transferring economic stimuli from the export to 
the derivative sector. The soda pop manufacturer is 
self-sufficient; that is, he buys none of his 
production inputs locally. But, simply because he 
lives in the area, patronizes local merchants, and 
varies his purchases in response to sales, changes in 
the export sector result in further changes in the 
derivative industries. The export manufacturer 
need only deal with certain local firms (the brewer, 
in our case); the existing interdependencies 
between and among firms (the brewer buying 
more pretzels in response to his prosperity) will 
ensure that stimulus is transferred throughout the 
derivative sector.
The success or failure of the export industries is 
the major determinant of growth (or the lack of 
growth) in the local economy. If the soda pop 
manufacturer is successful, he may increase his 
production, leading to additional workers or to 
higher earnings for existing personnel. In any case, 
there will be increased spending with local 
merchants. The same process also operates in 
reverse. If the sales of soda pop decline, workers 
may be laid off or work fewer hours and less will be 
spent in the derivative sector. Because of the 
critical role of export industries in determining 
regional economic growth, they are also called 
basic or primary industries or simply the economic 
base.
Exports may be viewed as one of the mechanisms 
connecting independent economies in different 
parts of the county. For example, if the city is 
growing, some of this prosperity will be transferred 
to our hypothetical economy via increasing sales of 
soda pop. Conversely, a lethargic economy in the 
city may also lead to slow growth in the supplying 
regions. In fact, primary industries may be the most 
important conduit for transferring the business 
cycle from one region to another; this will be 
particularly important when we later analyze the 
severity of recessions in Montana.
This hypothetical example highlights the crucial 
role that spending plays in determining the 
economic growth in a region. It is the spending of 
the export manufacturer that transfers the stimulus 
to the derivative sector. Then, the spending of the 
baker and the brewer—that is, the interde 
pendencies within the derivative sector—broadens 
the impact throughout the ecnomy.
We chose a s e lf-s u ff ic ie n t soda pop
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manufacturer to illustrate that basic industries will 
have an impact on the local economy even in the 
extreme case where they buy no production inputs 
from area merchants. Under more realistic 
circumstances, export firms will purchase some 
items locally and their effect on the area's economy 
will increase. For example, let's suppose that the 
baker now builds a machine to make bottle caps for 
the soda pop manufacturer. This provides a second 
method for transferring the changes in the export 
firm to the derivative sector; increases or decreases 
in the sale of soda pop will lead to changes in the 
purchase of bottle caps and directly affect the 
prosperity of the baker. This spending is in addition 
to the beer purchased by the manufacturer from 
the brewer. Stated differently, the more linkages an 
export firm has with the local economy the greater 
will be its impact on economic growth.
Exports are not the only cause of change in a 
small economy; new investments in plant and 
equipment and other factors may lead to growth in 
a region. For example, let's imagine that the 
hypothetical baker completed a correspondence 
course and was able to increase his output while 
using the same amount of flour—economists may 
call this improved managerial efficiency. The baker 
will be better off and he may purchase more beer, 
leading to further increases in spending and 
production as the stimulus is transferred 
throughout the economy. The non-export causes 
of growth and change are almost always present, 
but they work slowly in the background and may be 
observable only in the long run. From one year to 
the next the export sector is the prime determinant 
of local economic change.
Even though exports are the major determinant 
of economic change in a small economy, this does 
not mean they play a corresponding role in larger 
and more complex economies. For example, 
consider the world economy; it has experienced 
significant growth and change in the last few 
decades, but there have been no exports except for 
a few hundred pounds expelled into space. 
Economists attribute growth in a national or 
in ternational context to  factors such as 
technological change, increases in capital, and a 
better educated labor force. There are no hard and 
fast rules to help us decide whether we should look 
at exports or some other cause in analyzing growth 
in a particular economy. Past research, however, 
has indicated that basic industries are the best 
explanation of short-run economic change and 
growth in a small economy like Montana and its 
urban areas. Just because it is appropriate here,
however, does not mean the same approach 
should be applied to the economies of New York or 
Los Angeles.
Notice that we have made no mention of the 
number of export workers—the number of persons 
employed by the soda pop manufacturer. All we 
have said is that $50 is spent locally for beer. It 
makes no difference whether it is $25 spent by two 
workers or $50 by one worker—the impact w ill be 
the same. Export earnings and employment are 
closely related—more workers usually mean more 
earnings. But, we could run into trouble with an 
export firm which had many workers but paid low 
wages. If we relied only on employment, this would 
overstate the importance of this industry to the 
local economy. In other words, when we measure a 
basic industry, it should be in terms of earnings 
rather than workers.
The impact of a primary industry on the local 
economy depends on the degree to which export 
workers spend their incomes locally. For example, 
if the soda pop manufacturer did not buy anything 
from the baker or the brewer, he would have no 
local impact. This consideration becomes very 
important when analyzing U.S. Air Force bases or 
other military installations, where servicemen may 
have only minimal contact with the local economy.
Primary industries in
Montana's urban areas
Having discussed the role of the export sector in 
determining growth in a small economy, we now 
apply this concept to Billings, Great Falls, and 
Missoula. It was earlier mentioned that earnings 
were the correct measure of export industries. But, 
employment has also been used in other studies. 
We have presented data for both earnings and 
employment in order to illustrate the differences. 
Earnings include wages and salaries, proprietors' 
income of the self-employed, and other labor 
income (primarily certain fringe benefits). The 
important export industries in each of the three 
cities w ill be identified using 1970 data. Then, they 
will be compared to the corresponding figures for 
1974 in order to analyze recent changes.
The concept of primary industries is clear and 
straightforward. Things become a little fuzzy, 
however, when we turn to the available data and 
attempt to measure them. First of all, some 
industries do not correspond to the Standard 
Industrial Classification (SIC) codes. Portions of the
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Figure 6. Earnings and Employment in Basic Industries, Missoula County
Source: U.S. Bureau o f Economic Analysis
tourist industry, for example, are found in retail 
trade, services, and other categories. In addition, 
data for certain activities are simply not available. 
Urban areas serve as regional medical centers 
; attracting many patients from the surrounding 
areas; but there is very little information 
f  concerning the earnings of health care 
professionals, let alone the portion derived from 
nonresidents. In short, the following descriptions 
of the basic industries in Missoula, Billings and 
Great Falls should be interpreted with a grain of
• salt- In many cases, the figures are “ guesstimates." 
Even though they are not accurate to the last cent, 
the data are sufficiently reliable so as not to
’ misrepresent the important characteristics of the
• urban economies.
Missoula: wood products and the University
Earnings and employment in Missoula County's 
export industries during 1970 are shown in figure 6. 
When measured in terms of constant 1972 dollars, 
three industries—wood products, the .Univer 
sity of Montana, and the federal govern 
ment accounted for about 73.1 percent of
the total export earnings, or $56.5 million (1972 
dollars) out of a total of $77.3 million (1972 dollars).
The largest component of Missoula's economic 
base was the private wood products industry, with 
$26.3 m illion  (1972 dollars) in earnings, 
representing about 34.0 percent of the total. This 
category includes loggers, the workers in 
Missoula's sawmills, plywood factories, the pulp 
and paper plant, and employees of other wood 
products firms. The only major exclusion is 
independent logging truck operators, persons who 
haul logs under contract and are technically 
classified in the transportation industry.
Missoula's second largest industry is the 
University of Montana. During 1970, the earnings 
of faculty, staff, and student workers were 
approximately $15.5 million (1972 dollars), about 
20.0 percent of the total for export industries. This 
figure may understate the importance of the 
University to Missoula's economy because it does 
not include the impact of nonresident students; 
they are similar to tourists because they spend in 
local establishments but much of their income may 
come from home. We have not forgotten these 
students; they vyill be discussed later when we 
examine retail trade.
r
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The earnings of federal government workers in 
Missoula County were $14.7 million (1972 dollars) 
during 1970, representing about 19.0 percent of the 
total. There is no agency breakdown of earnings, 
but based on rough employment data, about 72 
percent worked for the U.S. Forest Service (which 
has numerous facilities in the Missoula area), 
approximately 15 percent were employed by the 
U.S. Post Office, and the remaining 13 percent were 
scattered among other agencies such as the U.S. 
Department of the Interior and the U.S. General 
Services Administration.
Both the U.S. Forest Service workers and the 
private wood products employees are directly or 
indirectly associated with the forest resource. 
Combining these two components leads to a rough 
figure of 45.0 to 50.0 percent of Missoula's 
economic base associated with the management 
and harvesting of timber.
Missoula's transportation industry consists 
mostly of railroad workers. Their earnings of $8.3 
million (1972 dollars) during 1970 represented 
about 10.7 percent of the economic base.
The contributions of wholesale and retail trade to 
Missoula's economic base will be discussed in 
detail later. For now, it is sufficient to point out that 
the $3.0 and $.8 million (1972 dollars) shown for 
these industries, respectively, were earnings 
derived from sales to nonresidents; that is, these 
figures represent the export components of 
wholesale and retail trade.
The lodging and other category consists mostly 
of the earnings of workers in hotels, motels, and 
other lodging places, representing part of 
Missoula's tourist industry. The $2.0 million (1972 
dollars) in earnings accounted for about 2.6 
percent of the total for all export industries.
The final export industry is agriculture.The $1.7 
million (1972 dollars) represents the net farm 
income of proprietors and the wages and salaries of 
hired hands on farms and ranches in Missoula 
County. The urban character of Missoula County 
and the general unprofitability of agriculture in this 
portion of the state account for its relatively small 
role in the local economy.
It requires only a quick glance at the 
employment data in figure 6 to see that they paint a 
distorted picture of Missoula's economic base. 
Perhaps the best example is the University of 
Montana; its 3,000 workers represented about 30.6 
percent of total export employment while the 
corresponding figure for earnings was only 20.0 
percent. The employment data tend to overstate 
the importance of the University because many of
these jobs are held by students working part-time. 
Analyzing export industries in terms of 
employment does not take into account the 
unequal earnings of jobs. Some may be high- 
paying positions while others may have low- 
average earnings per worker. As we saw earlier, it is 
the spending of export workers (which is closely 
related to their earnings) which determines the 
impact of a primary industry on the local economy.
Billings: manufacturing and trade
Billings has a relatively diverse economic base. In 
1970, five industries accounted for about 71 percent 
of total export earnings in Yellowstone County: oil 
refining, food processing, the federal government, 
agriculture, and the export component of 
wholesale trade.
As shown in figure 7, the combined earnings 
in the three export components of manufacturing 
accounted for $29.3 million (1972 dollars), about 27 
percent of total primary earnings in Yellowstone 
County. Oil refining represents the largest single 
component of Billings' economic base; the 
earnings of $16.6 million (1972 dollars) represented 
approximately 15.4 percent of the total. Food 
processing in Yellowstone County consists mostly 
of meat packing and sugar beet refining plants; 
their earnings of $10.1 million (1972 dollars) 
represented about 9.4 percent of the total. The 
“ other manufacturing" category contains a
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Figure 7. Earnings and Employment in Basic Industries, Yellowstone County
Source: U.S. Bureau o f Economic Analysis
number of firms including wood products 
companies, a stone, clay and glass business, and 
other miscellaneous manufacturers; the ir 
combined earnings totaled $2.6 million (1972 
dollars), or about 2.4 percent of all export earnings.
Federal government workers in Yellowstone 
County earned $15.5 million (1972 dollars) during 
1970 and accounted for about 14.4 percent of the 
total. Approximately 37 percent of the federal 
workers were with the U.S. Department of the 
Interior including the U.S. Bureau of Land 
Management and the U.S. Bureau of Reclamation; 
about 30 percent worked for the U.S. Post Office; 
roughly 11 percent were employed by the U.S. 
| Forest Service; and the remaining 20 percent were 
I employees of other federal agencies.
Even though Yellowstone County is primarily 
urban, agriculture still represents a sizable portion 
> of the local economic base. The earnings of farm 
proprietors and hired hands amounted to $18.4 
million (1972dollars) in 1970, slightly more than 17.1 
percent of the total.
Billings' role as the trade center for much of 
southern Montana and northern Wyoming is 
reflected in the relatively large figures for the
export components of wholesale and retail trade. 
Sales to nonresidents led to about $15.8 million 
(1972 dollars) in earnings of wholesale trade 
workers and $4.0 million (1972 dollars) in retail 
trade, representing about 14.7 and 3.7 percent of 
the total, respectively.
Most of the $12.8 million (1972 dollars) in 
transportation was attributable to railroad, but this 
category also includes employees of oil pipelines 
and certain airline workers. Lodging and mining is a 
miscellaneous group; hotels, motels, and lodging 
places accounted for the majority of the $7.5 
million (1972 dollars) in earnings, but also included 
were a couple of mining firms and several 
businesses providing agricultural services to farms 
and ranches throughout southeastern Montana.
The earnings of faculty, staff, and student 
employees at Eastern Montana College were $4.2 
million (1972 dollars), or approximately 3.9 percent 
of the total. As with the University of Montana at 
Missoula, this figure somewhat understates the 
importance of EMC because it does not include the 
spending of nonresident students. Corresponding 
data for Rocky Mountain College, also in Billings, 
could not be obtained.
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Figure 8. Earnings and Employment in Basic Industries, Cascade County
Source: U.S. Bureau o f Economic Analysis
Great Falls: Malmstrom Air Force 
Base and manufacturing
As shown in figure 8, four industries combined for 
about 81.6 percent of the total export earnings in 
Cascade County during 1970, or $92.8 million (1972 
dollars) out of a total of $113.7 million (1972 
dollars): federal military, federal civilian, primary 
metals refining, and agriculture.
The earnings of $45.2 million (1972 dollars) 
reported for federal military workers were mostly 
derived from Malmstrom AFB and represent about 
39.8 percent of total basic earnings in Cascade 
County during 1970. This figure probably overstates 
the importance of Malmstrom AFB to the 
economic base of Great Falls. As we mentioned 
earlier, export income has to be spent locally to 
have an impact; many of the airmen probably 
patronize facilities on the base, which in turn may 
be supplied by the U.S. Department of Defense 
distribution networks or national wholesaling 
firms. In other words, export income earned by 
servicemen at Malmstrom AFB may have a 
proportionately smaller effect on the economy of 
Great Falls than an equivalent amount earned in 
other export industries.
Federal civilian workers are the second largest
component of the economic base in Great Falls; 
the $17.4 million (1972 dollars) represented about 
15.3 percent of total basic earnings. Employment 
data reveal that about 60 percent of these workers 
were civilian employees of the U.S. A ir Force, about 
15 percent were with the U.S. Post Office, and the 
remaining 25 percent were distributed among such 
agencies as the U.S. Forest Service, the U.S. 
Department of Transportation, and the U.S. 
General Services Administration.
The combined earnings of civilian workers of the 
U.S. A ir Force and the federal military personnel 
are almost 50 percent of total primary earnings in 
Cascade County. Because there are probably fewer 
linkages with the local economy, it may be 
incorrect to conclude that Malmstrom AFB 
accounts for one-half the economic base in Great 
Falls. Nevertheless, it is obvious that the air base 
represents the largest source of export earnings in 
Cascade County and plays a crucial role in the local 
economy.
The largest private export industry in 1970 was 
primary metals refining. This category consisted 
mostly of The Anaconda Company's zinc and 
copper refineries. The zinc operations closed 
during 1973—we'll have more to say about this
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later. But, in 1970, workers in primary metals 
refining earned $17.3 million (1972 dollars) and 
accounted for about 15.2 percent of total earnings 
in export industries.
Cascade County's food processing industry, with 
earnings of about $2.5 million (1972 dollars) 
represented about 2.2 percent of total basic 
earnings. The industry consists of several meat and 
grain mill products firms.
Agricultural earnings were $12.9 million (1972 
dollars), or about 11.3 percent of the total. This 
suggests that farms and ranches play an important 
role in the local economy despite the fact that most 
county residents live in Great Falls.
Sales to nonresidents led to earnings o f about 
$5.2 million (1972 dollars) in wholesale trade and 
approximately $2.9 million in retail trade. These 
figures represented 4.6 and 2.6 percent, 
respectively, of total export earnings in Cascade 
County.
The transportation category—with earnings of 
$7.9 million (1972 dollars), or about 6.9 percent of 
the total—includes railroad employees and a few 
oil pipeline and airline workers. Finally, the lodging 
and other category includes workers in Great Falls' 
hotels and motels plus a few firms providing 
agricultural services to surrounding farms and 
ranches.
The export components of wholesale 
and retail trade
This section takes a closer look at the export 
components of wholesale and retail trade in Mon 
tana's three largest cities. The role of these in 
dustries is often misunderstood. Even though they 
did not represent major components of the 
economic bases in the three cities during 
*1970—with the possible exception of wholesale 
trade in Billings—they did account for sizable 
export earnings. In addition, as we will see later, the 
export components of wholesale and retail trade 
has been one of the major determinants of 
economic growth during the last few years in 
Billings, Great Falls, and Missoula.
Montana's cities serve as trade centers for the 
surrounding rural areas. We immediately think of 
the farmers and ranchers who come to town to 
replenish their provisions or the small town 
resident shopping in the larger cities because of the 
greater variety and lower prices; these are 
examples of the export component of the retail 
trade industry. The trade center function also 
includes wholesale trade; for example, the urban
wholesalers supplying rural stores in Forsyth, 
Browning, or Superior, and the branches of large 
corporations which have distribution centers in 
Montana cities.
There are no precise estimates of the dollars 
spent by nonresidents in Montana's urban areas. 
Nor do we know the amount that wholesalers 
derive from supplying the rural areas. We must rely 
on indirect methods to derive these figures. The 
estimating procedures will be discussed in detail in 
order to clarify export functions of wholesale and 
retail trade. In addition, by carrying out several of 
the calculations, we can illustrate the assumptions 
behind the numbers.
Figure 9 presents retail trade sales per dollar of 
personal income during 1972 for Montana and the 
three urban areas. The figures have been converted 
to retail sales per dollar of personal income so that 
the three areas, which differ in size, may be easily 
compared. In addition, personal income is 
probably the major determinant of retail sales. The 
figures show that retail sales per dollar of income in 
Missoula, Billings, and Great Falls were greater than 
the $0.55 statewide average. Notice that Missoula 
had the greatest retail sales per dollar of personal 
income. This does not necessarily indicate that 
Missoula is proportionately a larger trade center 
than Billings or Great Falls; this high figure may be 
due to University of Montana students, who spend 
at local businesses but receive much of their 
incomes from home. The nonresident students at 
Eastern Montana and Rocky Mountain colleges 
also contribute, but to a lesser extent, to the excess 
retail sales in Yellowstone County.
Figure 9. Retail Trade Sales Per Dollar of Personal 
Income, 1972
Source: U.S. Bureau o f the Census and U.S. Bureau of Economic 
Analysis
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An estimate of retail sales to nonresidents may be 
calculated by assuming that the residents of the 
three urban areas are similar to their statewide 
counterparts and spend about $0.55 per dollar of 
personal income at retail trade establishments. All 
sales in excess of this figure may then be attributed 
to nonresidents. For example, as shown in figure 9, 
retail sales per dollar of personal income in Billings 
were $0.64 in 1972. If Billings residents spent $0.55 
per dollar of personal income, the remaining $0.09 
($0.64 — 0.55 = $0.09) represents nonresident 
spending.
Total retail sales to nonresidents were computed 
by multiplying the excess sales per dollar of income 
by total personal income in the three urban areas. 
These estimates are shown in figure 10. Again using 
Billings as an example, the $34.0 million sales to 
nonresidents was derived by multiplying the retail 
sales per dollar of personal income by $402.3 
million personal income for Yellowstone County 
during 1972 ($0.0852 x $402.3 = $34.3 million). The 
estimates for the other cities were derived in a 
similar fashion.
The estimated components of retail sales shown 
in figure 9 help to put nonresident shoppers into 
perspective. For example, in Great Falls, an 
estimated $18.0 million out of $214.0 million, or 
approximately 8.4 percent of the total, in retail sales
Figure 10. Retail Trade Sales and Estimated
Purchases by Residents and Nonresidents, 1972
Source: U.S Bureau of the Census
were to people living outside Cascade County. The 
corresponding percentages for Missoula and 
Yellowstone counties were 23.5 and 13.2 percent, 
respectively. As we mentioned earlier, a significant 
portion of Missoula's retail sales to nonresidents 
may actually be due to students at the University of 
Montana. We have no data on student spending; 
but just to derive ballpark figures, let's say they 
spend at the national average of $1,500 per year. 
(This includes only items sold by retail trade 
establishments and excludes housing, travel and 
tuition.) Then, the 8,000 students at UM may 
account for about $12 million in retail sales ($1,500x 
8,000 = $12,000,000), or about 30 percent of the 
estimated total for nonresidents. This figure may be 
slightly on the high side because some of the 8,000 
students are Missoula residents while others may 
commute from nearby counties and spend very 
little at Missoula businesses. In any case, however, 
this illustrates one of the impacts on the local 
economy of a university or college.
Estimating retail sales to nonresidents is not the 
end of the story; they must be converted into 
export earnings to be comparable to the other 
basic industries. The latest data indicate that retail 
trade workers received as earnings between $0.15 
and $0.18 per dollar of retai) sales. In other words, 
for each sale of $1.00, about $0.15 to $0.18 was paid 
to retail trade workers. This suggests that, for 
example, Missoula's $40 million dollars of retail 
sales to nonresidents led to about $6.0 million in 
export earnings. (To avoid confusion, this $6.0 
million refers to 1972 while the $4.8 million 
reported for retail trade in figure 6 is for 1970). 
Similar calculations yield estimates for the export 
earnings for retail trade in Billings and Great Falls.
The same procedure may be used to estimate the 
export components of wholesale trade. Figure 
11 presents wholesale trade sales per dollar of
26
An Economic Tale o f Three C ities/Paul E. Polzin
Figure 11. Wholesale Trade Sales Per Dollar 
Personal Income, 1972
Source: U.S. Bureau o f the Census
Note: Wholesale trade [expenditures] excludes
grain and livestock dealers
personal income during 1972 for Montana and the 
three urban areas. These figures exclude firms 
concerned with the sales of Montana agricultural 
products to out-of-state buyers, which are 
exclusively export oriented and will be considered 
later. Notice that wholesale trade is pro 
portionately greatest in Yellowstone County; 
this comes as no surprise to persons familiar with 
Billings, with its numerous branches of national 
companies and other wholesale firms. It is 
surprising, however, that the figures for Missoula 
and Cascade counties are about equal, since Great 
Falls has the reputation of being a major wholesale 
center. But, these are relative amounts, as we will 
see later; the total value of wholesale trade was 
much larger in Cascade County.
Using the statewide average wholesale sales per 
dollar of personal income as the norm, the sales to 
nonresidents for each of the cities was derived. 
Again using Billings as an example, sales were $0.94 
per dollar of personal income; $0.55 can be 
attributed to residents (using Montana's average 
wholesale sales per dollar of personal income) and 
$0.39 to nonresidents. The same method may be 
applied to Missoula and Great Falls.
Total estimated sales to  residents and 
nonresidents are presented in figure 12. Notice that 
the sales of grain and livestock dealers have been 
included in figures for nonresidents. These figures 
illustrate the domination of Montana wholesaling
Figure 12. Wholesale Trade Sales and Estimated 
Purchases by Residents and Nonresidents, 1972
Source: U.S. Bureau o f the Census
by Billings; the $417 million in sales exceeds the 
combined total for Great Falls and Missoula. In fact, 
the estimated $256 million in sales to nonresidents 
by Billings firms is almost equal to the $265 million 
total wholesale sales in Cascade County.
The final step is to calculate the earnings of 
wholesale trade workers derived from sales to 
nonresidents. On the average, each dollar of sales 
led to between $0.06 and $0.08 in earnings. This 
suggests that, for example, Billings' sales of $256 
million to nonresidents led to about $17 million in 
export earnings during 1972 ($0,067 x $256 million = 
$17 million). Similar procedures were used to 
derive the export earnings for wholesale trade in 
Great Falls and Missoula.
We must emphasize that the export components 
of wholesale and retail trade are just estimates. 
Given the number of assumptions which had to be 
made, it would not be surprising if some of the 
figures are not correct down to the last dollar. 
Nevertheless, the preceding calculations help to 
place into perspective the export role of these 
industries. First, they provide some rough numbers 
concerning sales to nonresidents. In addition, they 
point out the importance of looking at wholesale 
and retail trade in terms of earnings—their 
contribution to the economic base—rather than 
sales; there may be tens of millions of dollars in 
sales to nonresidents, but only a small proportion 
ends up as export income.
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Growth in basic earnings: 1970 to 1974
The changes in basic earnings go a long way toward 
explaining the recent economic trends in 
Montana's three urban areas. As shown in table 1,
Table 1
Earnings in Basic Industries: 





County 1970 1974 1970-1974
Missoula $ 77,300,000 $ 84,100,000 8 .8
Yellowstone 107,500,000 117,800,000 9.6
Cascade 113,700,000 118,000,000 3.8
Source: U.S. Department o f Commerce, Bureau of 
Economic Analysis.
total export earnings in Yellowstone County grew 
9.6 percent between 1970 and 1974; Missoula 
County was close behind, with a gain of 8.8 
percent; and Cascade County was much lower with 
an increase of 3.8 percent. These figures closely 
parallel the general trends reported earlier in 
population, income, and employment for the 1970 
to 1974 period; Missoula and Billings were growing 
at about the same rate, while Great Falls was lagging 
behind.
The relationships between the export industries 
and population, income, and employment are 
subtle and complex. In some cases, a direct 
connection may be established and multipliers may 
be estimated. But, the data presented here are not 
sufficient to derive these parameters. We may, 
however, examine the export sector in each city to 
identify industries responsible for the changes 
between 1970 and 1974.
Missoula: new growth industries
As shown in figure 13, neither of the two major 
export industries in Missoula County experienced 
a growth in earnings between 1970 and 1974. 
Earnings in the private wood products industry 
declined from $26.3 million (1972 dollars) in 1970to 
about $24.8 million (1972 dollars) in 1974, a decrease 
of about 6.0 percent. This may not represent a long- 
run trend, however; the figures for 1974 were 
abnormally low because of the recession, which 
was particularly severe in the wood products 
industry. The earnings of faculty, staff, and students 
at the University of Montana remained constant at 
$15.5 million (1972 dollars); in other words, they 
simply kept pace with inflation.
If neither the wood products industry nor the 
University grew, where did the increase in primary 
income come from? Three industries accounted for
Figure 13. Earnings and Employment in Basic Industries, Missoula County
Source: U.S. Bureau of Economic Analysis
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most of the increase in basic earnings: the federal 
government and the export components of 
wholesale and retail trade.
Earnings of federal government workers grew 
$2.6 million (1972 dollars) between 1970 and 1974, 
from $14.7 million (1972 dollars) to $17.3 million 
(1972 dollars), representing almost one-third of the 
total increase in export earnings of $6.8 million 
(1972 dollars). The federal government provides a 
good example of the rationale for analyzing export 
industries in terms of earnings rather than 
employment. Between 1970 and 1974, federal 
employment in Missoula rose from about 1,300 to 
approximately 1,400, an increase of 7.7 percent. 
During the same period, however, these workers 
were given significant pay increases, and total 
earnings in 1972 dollars rose by almost 18 percent. If 
we had looked only at employment, the growth of 
the federal government in Missoula would have 
been seriously understated.
The opposite occurred in the export component 
of retail trade where employment changes 
exaggerate the growth. The number of workers 
rose from 700 to 1,200 between 1970 and 1974, an 
increase of 72 percent. Export earnings, on the 
other hand, registered a gain of only 54 percent, 
from $4.8 million (1972 dollars) to $7.4 million (1972 
dollars).
The other export industries experiencing 
significant increases were the export component of 
wholesale trade with an earnings growth of 59 
percent; transportation, increasing 13 percent; and 
lodging, rising about 35 percent.
In summary, the trad itiona l economic 
bulwarks—the private wood products industry and 
the University of Montana—were not the major 
causes of the recent growth in Missoula. Instead, 
the increases were in sometimes forgotten export 
industries: the federal government, the export 
components of wholesale and retail trade, and 
several other categories.
Billings: the growth of a trade center
As shown in figure 14, growth was widespread 
among the export industries in Yellowstone 
County between 1970 and 1974. The only industries 
experiencing declines in constant dollar earnings 
were oil refining, agriculture, and Eastern Montana 
College. We will first look at these industries 
because their decreases between 1970 and 1974 
may not represent long-run trends.
Earnings in oil refining declined from $16.6 
million (1972 dollars) to $15.5 million (1972 dollars), 
or 7.1 percent, between 1970 and 1974. There were 
no major shutdowns during this period and 
employment at the refineries remained constant.
Figure 14. Earnings and Employment in Basic Industries, Yellowstone County
Source: U. S. Bureau o f Economic Analysis
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The decline in earnings simply means that wages 
and salaries did not keep pace with inflation. We 
are not familiar with the history of labor- 
management negotiations in this industry, but 1970 
and 1974 may not be the appropriate years to 
determine the trends in wages.
The decline of 32.3 percent in agricultural 
income, from $18.4 million (1972 dollars) in 1970 to 
$13.9 million (1972 dollars) in 1974, should be 
interpreted with caution. Farm and ranch incomes 
vary significantly from one year to the next, 
depending on factors such as the weather and 
market conditions. Comparing 1974 to 1970 may 
not reflect the long-run direction of agriculture in 
Yellowstone County.
Finally, we come to Eastern Montana College, 
where the earnings of faculty, staff, and students 
declined from $4.2 million (1972 dollars) in 1970 to 
$3.6 million (1972 dollars) in 1974, a decrease of 16.7 
percent. In the fall of 1970, higher education was in 
the midst of a boom; the postwar baby crop was in 
college. There were over 4,000 students at East 
ern Montana College. By 1974, circumstances were 
different; enrollment had declined to about 3,000 
students, due primarily to the drop in the birth rate 
following the postwar baby crop and the 
elimination of the draft during the early seventies. 
The enrollment levels of the early seventies are 
unlikely to be repeated.
Next, we turn to the expanding industries. Four 
categories—the export components of wholesale 
and retail trade, the federal government, and 
lodging and mining—accounted for most of the 
$10.2 million (1972 dollars) increase in export 
earnings between 1970 and 1974.
The largest increase in earnings between 1970 
and 1974 was the $3.8 million (1972 dollars) growth 
experienced by retail trade. It was followed closely 
by the $3.4 million (1972 dollars) rise in wholesale 
trade. The growth in these two industries reflects 
Billings' increasing prominence as a major trade 
center. To some extent, it has been partially caused 
by the increased coal-re lated activ ity in 
southeastern Montana and northern Wyoming.
Turning to the other export industries in 
Yellowstone County, federal government earnings 
grew from $15.5 million (1972 dollars) in 1970 to 
$18.3 million (1972 dollars) in 1974, or about $2.8 
million; transportation earnings rose from $12.8 
million (1972 dollars) to $13.9 million (1972 dollars) 
between 1970 and 1974, an increase of 
approximately $1.1 million (1972 dollars); the 
lodging, mining, and other category jumped $2.5 
million (1972 dollars)—with most of the increase
occurring in hotels, motels, and lodging places; 
finally the earnings in the food processing industry 
grew about $1.6 million (1972 dollars) during this 
four-year period.
In summary, the increased export earnings in 
Yellowstone County during the early seventies 
were broadly based and not restricted to a few 
industries. The largest single factor appears to be 
associated with Billings' role as a center for 
wholesale and retail trade. There were, however, 
significant contributions by the other components 
of the economic base.
Great Falls: the loss of primary  
metals refining
Export earnings in Great Falls grew the least of 
Montana's three largest cities between 1970 and 
1974. The reason for this lethargic performance is 
not hard to find. The closure of Anaconda's zinc 
operations caused primary metals refining to 
decrease by over one-half between 1970 and 1974, 
earnings declined from $17.3 million (1972 dollars) 
to $8.6 million (1972 dollars) while employment 
plummeted from 1,800 to 700 workers. If primary 
metals refining is excluded, total export income 
would have grown about 13.5 percent between 
1970 and 1974, as compared to an actual rise of 3.9 
percent. In short, the closing of this facility was 
probably the single most important factor leading 
to the recent slow economic growth in Cascade 
County.
Total earnings of federal workers, both civilian 
and military, increased $8.7 million (1972 dollars) 
between 1970 and 1974, exactly equal to the decline 
in primary metals refining. As we mentioned 
earlier, Malmstrom AFB probably has relatively few 
linkages with the local economy. Therefore, it's 
probably safe to conclude that the increases in the 
federal government were not sufficient to 
counterbalance the loss of the refinery. Notice that 
the growth in federal earnings (13.8 percent) was 
greater than the corresponding rise in employment 
(9.8 percent); this is a reflection of the rising pay 
scales of military and civilian employees of the 
federal government.
The largest relative growth was experienced by 
the export component of wholesale trade; 
earnings jumped 53.8 percent between 1970 and 
1974, or from $5.2 million to $8.0 million. It was 
fo llow ed closely, however, by the export 
component of retail trade, which increased 48.3 
percent, from $2.9 million to $4.3 million. Among 
the other export industries, transportation rose 12.6
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Figure 15. Earnings and Employment in Basic Industries, Cascade County
Source: U. S. Bureau o f Economic Analysis
percent (from $7.9 million to $8.9 million) and the 
lodging and other category had a modest increase 
of 4.2 percent (from $2.4 million to $2.5 million).
There were small declines in agriculture and 
food processing. As we mentioned earlier, figures 
for two years are not adequate to determine trends 
on farms and ranches. Food processing 
employment remained constant at about 200 
workers; the decline in constant dollar earnings 
suggests that their pay did not keep pace with 
inflation.
In summary, economic trends in Cascade County 
might have been quite different had the Anaconda 
plant not closed. Most of the export industries 
experienced respectable increases in earnings. This 
is not to say, however, that Great Falls would have 
rivaled Billings or Missoula in terms of growth 
between 1970 and 1974. Increased earnings 
associated with Malmstrom AFB probably have a 
smaller impact on the local economy, due to the 
fewer linkages, than equivalent changes in other 
export industries. But, the overall picture would 
certainly have been improved had there not been 
the precipitous decline in primary metals refining.
Prospects for the future
We have analyzed the determinants of the recent
growth in Montana's major urban area. The next 
step is to look at the future. Unfortunately, 
pro jections o f popu la tion , income, and 
em ploym ent are not always simple and 
straightforward; an entire article in last winter's 
issue of the Montana Business Quarterly was 
conce rn e d  w ith  e x p la in in g  the  p ro p e r 
interpretation of projections for Montana's 
economy. We simply do not have the time or space 
to repeat this process for each urban area. Perhaps 
some of this research will be completed for next 
year's "Montana's Economic Outlook" seminars. 
For now, the discussion will be limited to a general 
analysis of future economic trends in Missoula, 
Billings, and Great Falls. Despite significant 
differences, the three cities do have several factors 
in common. These similar characteristics will be 
examined first and then we will turn to the 
prospects for each city.
First of all, the growth in all three urban areas 
occurred in existing export industries; the recent 
economic increases were not due to the addition of 
new types of activities into the areas. Secondly, the 
rise of export earnings—which we believe is the 
appropriate measure of the economic base—was 
accompanied by less than proportionate increases 
in export employment. In other words, new export
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jobs were not the major cause of growth in the 
economic base. Only a few industries experienced 
larger percentage increases in employment than in 
earnings; these were primarily retail trade and 
lodging, where the jobs may be part-time and/or 
low-paying.
Taken together, these two factors suggest that 
the existing export firms and industries will play a 
crucial role in determining future economic 
growth in Missoula, Billings, and Great Falls. 
Further, significant increases in the economic base 
need not require new jobs. For example, factors 
which increase the real earnings per worker (after 
allowing for inflation) in export industries will also 
facilitate growth in the economic base. For 
example, new capital investments may make 
existing workers more productive and may 
eventually lead to a rise in their pay. In short, a 
growing economic base need not involve extensive 
promotions or other efforts designed to attract new 
businesses.
The federal government made a significant 
contribution to the growth of the local economic 
base in all three cities. These increases were mostly 
due to the pay plans for civilian and military 
employees which, in the past, have generally led to 
their wages rising faster than the rate of inflation. 
Recent complaints about high federal salaries and 
excessive military costs may lead to less generous 
increases for federal workers. Any action to modify 
the current federal pay schedules may have an 
adverse impact on one of the few consistently 
buoyant export industries in Montana.
Missoula: facing an uncertain future
Missoula's economic growth between 1970 and 
1974 did not originate in the traditional sources, the 
University of Montana and the wood products 
industry. Instead, it was primarily due to the federal 
government and the export components of 
wholesale and retail trade. The University of 
Montana should not be completely ruled out as a 
source of growth during this period; some of the 
increase in the export component of retail trade 
may have been the result of spending by 
nonresident students. The 1970 to 1974 decline in 
constant dollar earnings in the wood products 
industry may be misleading because 1974 was a 
recession year. From 1970 to 1973, the number of 
private wood products workers in Missoula 
changed very little, but there were increases in 
their constant dollar earnings.
The University of Montana will probably not be a 
major source of future economic growth.
Enrollment may remain the same or even decline \ 
slightly; there are likely to be a decreasing number i 
of prospective students due to change in the age 
structure of the population and the absence of the 
military draft. Increased state funding for the wages 
and salaries of faculty, staff, and students could 
provide some positive stimulus to the local 
economy. But, this prospect depends on the state 
legislature and cannot be reliably predicted.
Other than the proposed expansion of Hoerner 
Waldorf, there are no publicized plans for new 
wood products facilities in Missoula County. This 
does not mean that wood products will not provide 
some future stimulus. Rising constant dollar 
earnings of these workers will lead to a growth in 
the economic base. Capital intensive industries 
such as wood products usually benefit most from 
improvements in technology, which in turn lead to 
higher labor productivity and wages.
The recent increases in the export component of 
wholesale and retail trade were due to trade center 
consolidation. This concept implies that residents 
in the surrounding areas did more of their retail 
shopping in Missoula. It also includes the increased 
wholesaling activity in Missoula. Only a few years 
ago western Montana was primarily served by out- 
of-state wholesalers. As this market has grown, 
some wholesalers have found it advantageous to 
move to Missoula, or locally owned businesses I 
have begun operation in competition with the 
wholesalers in other cities.
The consolidation and growth of trade center 
functions has occurred elsewhere in the nation and I 
is not unique to Missoula. I n the long run, however, 
it may not be a reliable source of growth. Missoula's 
retail establishments may not be able to attract 
more and more customers at the expense of their 1 
counterparts in rural com m unities. The 
opportunities for increased wholesale trade may
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also be limited; Missoula's trade area is bound by 
Spokane to the west and Billings/Great Falls to the 
east. In addition, there may be competition from 
wholesalers in Kalispell, Butte, and even Helena. In 
other words, it is not at all certain that Missoula will 
dominate wholesale trade in western Montana to 
the same degree that Billings, for example, serves 
the eastern portion of the state.
In summary, the future growth in Missoula is 
likely to be more moderate than in the past. Even 
though there may be little or no increases in basic 
employment, higher earnings in the wood 
products industry, the federal government, and 
(perhaps) the University of Montana may lead to an 
expanding economic base. In addition, even 
though it may be limited, there may be some 
further growth in the export components of 
wholesale and retail trade. Finally, we should not 
forget lodging, transportation, and the other 
smaller industries in Missoula's economic base; if 
their constant dollar earnings continue to rise, they 
will make a contribution to the growth in the local 
economy.
Billings: M ontana’s growth center
The development of coal-related resources in 
southeastern Montana and northern Wyoming will 
be the major determinant of future economic 
growth in Billings. The export components of 
wholesale and retail trade will be the major 
conduits for transferring the economic impact of 
these activities to the trade center. The most 
obvious examples are the people who come to 
shop in Billings—they are examples of the export 
component of retail trade. But, the Yellowstone 
County economy will also be affected by the 
increased patronage at stores in Hardin, Forsyth, 
Sheridan (Wyoming), and other towns because 
these businesses are mostly supplied by Billings' 
wholesalers.
Earlier we saw that the export components of 
wholesale and retail trade were the major causes of 
growth between 1970 and 1974. These increases 
cannot be entirely attributed to the events in the 
coalfields since the major developments did not 
occur until the end of this period—for example, the 
construction of the electric generating plants at 
Colstrip began in late 1973. In other words, Billings 
may not yet have begun to feel the full impact of 
coal-related development.
The future of the oil refineries in Billings is 
currently uncertain. They are heavily dependent 
upon Canadian imports—one refinery would
probably close and the other two would operate at 
less than capacity.* Our earlier study concluded 
that this would lead to a loss of about 450 export 
jobs and $7.2 million (1972 dollars) in export 
earnings, or about 3.7 percent and 6.7 percent of 
total basic em ploym ent and earnings in 
Yellowstone County during 1974, respectively. If 
either the Northern Tier or the Kitimat Pipeline is 
completed, Alaskan and foreign crude oil could be 
delivered to Billings to replace the Canadian 
imports. Both pipelines are still in the planning 
stage and neither has received the necessary 
permits from the appropriate governments. We 
anticipate some word on these projects shortly.
In summary, the future appears rosy for the 
Billings economy. It is the major trade center for an 
area experiencing significant energy-related 
development. In addition, there may be continued 
growth in the constant dollar earnings of railroad 
employees, persons associated with the tourist 
industry, and other industries in Billings' diverse 
economic base.
Great Falls
Malmstrom AFB is the most important single factor 
in the future of Great Falls. We have no knowledge 
of any change in the status of the base. If the staffing 
at the base remains at its current level, the 
increased earnings of the civilian and military 
employees will have a positive effect on the local 
economy. If there were significant reductions 
or—the worst possible case—the base were closed, 
the impact on Great Falls would be catastrophic. 
Even though precise figures cannot be calculated, 
Malmstrom AFB accounts for between one-third 
and one-half of the economic base in Cascade 
County.
Although Great Falls has the reputation of being 
the wholesale center for large areas of Montana, 
Billings offers some very attractive features and is 
likely to provide future competition as a place to 
locate wholesale businesses or distribution centers. 
For example, the booming coal developments are 
situated near Billings while the area surrounding 
Great Falls has been relatively stable. Significant 
expansions in Great Falls wholesaling appear 
unlikely; in fact, there is no guarantee that the city 
will even retain its existing share of wholesale trade.
□
•See Paul E. Polzin, “ The Economic Importance of Montana 
Refineries and Projected Impacts of Curtailments in 
Canadian Petroleum Im p o r ts Montana Business Quarterly, 
Autumn 1976.
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D o
M ontana’s  
U p s and  
D o w n s R eflect  
N ation al C y c les?
Or, when the U.S. economy coughs, 
does the state's economy sneeze?
The  nation's economic health is constantly being 
monitored with up-to-date statistics. We often hear 
on the newscasts or read in the newspapers the 
latest figures for items such as the Gross National 
Product, the Index of Leading Economic Indicators, 
o r the  Index o f In d u s tr ia l P ro d u c tio n . 
Unfortunately, Montana's economy cannot be 
analyzed with the same precision; the quantity and 
quality of economic information available for states 
is far inferior to that for the nation. In addition, the 
data we do receive are often hopelessly out-of- 
date. For example, while last month's nationwide 
retail sales figures are readily available, the latest 
comparable statistics for Montana are for 1972. In 
short, we must be very cautious when interpreting 
the short-run economic trends in Montana; 
supplementary information which an analyst may 
use to check his suspicions is usually not available 
and he is left in the uneasy position of relying 
mostly on intuition and experience.
We will examine recessions in Montana using 
participation income because it is one of the few 
series for which quarterly data are available for 
both Montana and the nation. Quarterly figures are 
more appropriate than annual averages because 
recessions are often short and it is crucial to 
precisely identify turning points. Participation 
income is not as widely known as GNP or other
economic statistics, so it may be helpful to briefly 
describe its components and emphasize what it 
does (and does not) measure. As shown in figure 1, 
participation income includes wages and salaries, 
proprietors income from  unincorporated 
businesses, and other labor income including 
certain types of fringe benefits. In short, it is the 
pretax earnings of persons participating in the 
current production of goods and services. 
Participation income does not include transfer 
payments, such as unemployment benefits, 
welfare, social security, and retirement payments. 
Since these items tend to increase during periods of 
economic hardship, participation income may 
overstate the true declines during recessions. Also 
excluded are dividends, interest, and rents.
Unlike GNP, participation income does not 
directly measure an economy's production of 
goods and services. Over long periods, there is high 
correlation between an economy's output and the 
income of workers who produce it. But, in the short 
run there may be significant differences. The 
profile of a recession as reflected in participation 
income may be quite different from trends in GNP 
or some other indicator of economic activity. 
Participation income is the only comprehensive 
quarterly data series available for states, but it is 
only one of many indicators used at the national 
level to analyze recessions.
We shall use nonfarm participation income to 
analyze recessions in Montana. It is not that farms 
and ranches are unimportant in Montana's 
economy; as shown in figure 1, agriculture 
accounted for about 20 percent of the total income 
in 1975. Rather, farming and ranching have been 
excluded because short-run changes are mostly 
due to weather, market conditions, and other 
irregular and unpredictable causes which, if they 
were not removed, may mask important trends 
elsewhere in the economy. We are concerned with 
the changes in Montana's economy resulting from 
national recessions; variations in farm income are 
usually due to other factors. In any case, farms and 
ranches have not been forgotten, and their role will 
be examined later.
Figure 2 presents quarterly data for nonfarm 
participation income in Montana and the United 
States from the first quarter of 1948 to the first 
quarter of 1976. For the sake of brevity, we will 
hereafter denote the quarter with a roman numeral 
followed by the year; the first quarter of 1948 would 
be 11948, the fourth quarter of 1975: IV1975, and so 
on. All values in figure 2 and throughout the rest of 
this article have been converted to 1972 dollars to 
eleiminate the effect of inflation. Also, they 
represent seasonally adjusted figures; that is, the
Figure 1. Participation Income, by Component, 
Montana, 1975 in 1972 Dollars
effects of weather, habits, and other factors 
occurring regularly each year have been removed.
It requires only a quick glance at figure 2 to 
determine that since 1948 nonfarm participation 
income (in constant 1972 dollars) has grown more 
slowly in Montana than in the United States. The 
values in figure 2 are plotted on a logarithmic (ratio) 
scale so that equal slopes denote equal rates of 
change. They are another reflection of the 
lackluster performance of Montana's economy 
during the postwar period. Our main interest here 
is not long-run trends, but the short-run variations 
in Montana's economy associated with the national 
business cycle. These two aspects are not 
independent; later we will see that some of the very 
factors which have led to the Montana economy's 
relative stagnation are also important during 
recessions.
Economists conceptually divide business cycles 
into two parts. The contraction phase refers to the 
downturn in economic activity beginning at a 
"peak" and continuing until a "trough." The 
recovery or expansion phase begins with the 
trough and persists until the next peak. Even 
though these concepts appear simple and 
straightforward, their application in the real world 
is often controversial. For example, a one quarter 
decline in the midst of a long and sustained period 
of economic growth may not be interpreted as a 
true recession. Or, there may be conflicting data; 
the Index of Industrial Production may be 
declining while participation income is rising. 
Despite these difficulties, most economists would 
agree that there have been six major contractions 
since World War II, and these periods are the 
shaded areas in the graphs.1 In order to eliminate 
confusion concerning terminology, we will use 
contraction, downswing, or recession to refer to 
the period from a peak to the trough. 
Correspondingly, the terms upswing, recovery) 
and expansion will denote the period beginning 
with a trough.
One of the first impressions given by the graphs 
in figure 2 is the relatively short time occupied by 
national recessions. Despite the attention given 
them by the news media and certain politicians, the 
U.S. data illustrate that economic contractions
’The shaded areas are the periods from the peak to the 
trough in quarterly gross national product in constant 
dollars. In most cases, these turning points coincide with or 
differ by only one quarter from the business cycle turning 
points established by the National Bureau of Economic 
Research (NBER). See Robert B. Bretzfelder, "Sensitivity of 
State and Regional Income to National Business Cycles," 
Survey o f Current Business, April 1973, pp. 22-33.
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Figure 2. Nonfarm Participation Income; M ontana and the United States, Seasonally Adjusted at Annual Rates,
I 1948 to I 1976 (Constant 1972 Dollars)
were only minor interruptions during a sustained 
period of growth. The Montana economy, on the 
other hand, appears to be more volatile. To some 
extent, the relative stability of the national data may 
be due to the fact that they are a total for fifty states 
where upswings in certain areas may be 
counterbalanced by declines in others, a feature 
which does not apply to a single state. In any case, 
we simply do not have the time or the space to 
examine all the ups and downs in Montana's 
economy since World War II. In order to make the 
problem manageable, we will concentrate on the 
areas surrounding the shaded portions of figure 
2—periods of national recessions.
A more careful look at figure 2 reveals that, even 
though there may be more swings in the state's 
economy, recessions do not appear to be as severe 
in Montana as in the United States. For example, 
within the shaded portion delineating the 1953- 
1954 recession, the average slope of the Montana 
graph is less steep than for the United States,
indicating a smaller relative decline in nonfarm 
participation income for Montana than in the 
nation. Or, looking at the 1960-1961 downswing, 
nonfarm participation income actually increased in 
Montana while it declined in the United States.
Table 1 presents two sets of figures comparing 
Montana to the United States during national 
recessions. The first is the percent change in 
nonfarm participation income from the peak to the 
trough; it is a measure of the severity of the 
downturn. Notice that Montana experienced 
smaller relative declines during all six postwar 
recessions. During three of the downswings—1948- 
1949, 1960-1961, and 1969-1970—nonfarm 
participation income increased in Montana while it 
declined in the United States.
The second set of figures is the percent change in 
nonfarm participation income from the peak to 
four quarters after the trough of the national 
recession. It is a measure of the overall variation 
during the cycle, from the peak to one year after
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Table 1
Percent Change in Nonfarm Participation Incom e 
from Peak to Trough and from  Peak to  
Four Quarters after Trough  
M ontana and the United States 
Six Postwar Recessions
(In Constant 1972 Dollars)
Percent Change 
Peak to
Percent Change Four Quarters 
Peak to Trough After Trough
Recession Montana U.S. Montana U.S.
IV 1948 to I11949 +4.7 -1.4 +6.9 -3.6
II 1953 to II 1954 -1.7 -3.1 +5.7 +4.0
III 1957 to 11958 - 2.8 -3.3 +1.4 +2.5
11960 to 1 1961 +4.1 -0.7 +7.2 +5.1
III 1969 to IV 1970 +3.4 -0.3 +7.8 +.3.2
Iv 1973 to 1 1975 -0.1 -4.8 +5.5 -1.5
Note: Recessions are the period from peak to  trough of 
real GNP.
Source: U.S. Department o f Commerce, Bureau of Eco 
nomic Analysis.
robust. Nevertheless, these figures suggest that 
over the entire cycle, including the recession and 
recovery phases, the M ontana economy 
performed well when compared to the nation.
In summary, despite greater overall volatility, 
Montana's economy did not fare badly during 
postwar recessions. The next logical question is 
"W hy are recessions milder in Montana?" Other 
presentations in the second annual "Montana's 
Economic O utlook" seminar identified the basic 
industries as the major determinant of long-run 
economic growth. We also turn to the basic 
industries to explain short-run cyclical behavior of 
Montana's economy.
Montana's cyclic industries
Earlier we mentioned that basic industries may act 
as a conduit for the transferring of the business 
cycle from one region to another. Not all basic 
industries are cyclical, however; we w ill 
concentrate on those that are most sensitive to the
the start of the recovery. With the exception of the 
1957-1958 recession, the percent change in 
nonfarm participation income from the peak to 
four quarters after the trough was greater in 
Montana than the United States. To some extent, 
this may have been due to the mild downswings in 
Montana; we did not decline as far as the nation 
and consequently our recovery may appear more
business cycle.
Participation income earned in Montana's basic 
industries during 1948, 1960, and 1975 is shown in 
table 2. Contract construction, mining, and 
manufacturing are listed separately because they 
are the most sensitive to the national business cycle 
and are the main mechanism which transmits a
M O N TA N A BUSINESS Q UARTERLY/W inter 1977 37
Table 2
Participation Incom e in Basic Industries, M ontana  
1948, 1960, and 1975
(In  Constant 1972 Dollars)
________ 1948________   1960________  1975________
Participation Percentage Participation Percentage Participation Percentage
Income2 o f Income2 o f Income2 of
(000,000*8) Total (000.000*8) Total (000,000*8)  Total---
Basic Industries 
Cyclic Industries
Contract construction $ 66.2 7.5 $104.6 13.3 $ 154.2 13.4
Mining 78.7 8.9 65.6 8.3 86.5 7.5
Manufacturing 103.7 11.7 164.6 20.9 227.4 19.8_
Subtotal, cyclic industries $248.7 28.0 $334.7 42.5 $ 468.1 40.8
Other Basic Industries
Agriculture $488.4 55.1 $255.2 32.3 $ 398.9 34.8
Railroads 91.2 10.3 76.7 9.7 77.9 6.8
Federal government 58.9 6.6 121.8 15.4 __ 202.2 17m.6_
Subtotal, other basic industries $638.5 72.0 $453.6 57.4 $ 679.0 59.2
Total, Basic Industries $887.1 100.0 $788.4 100.0 $1,147.1 100.0
Source: U.S. Department o f Commerce, Bureau of Economic Analysis.
Note: Details may not add due to  rounding.
2 Includes wages and salaries, other labor income, and proprietors' income.
construction has been included in the basic sector 
because the short-run variations in this industry are 
mostly determined by changes in the interest rate 
and other factors external to Montana's economy.
Contract construction, manufacturing, and 
mining are not the only industries carrying 
economic fluctuations into Montana. For example, 
government earnings may vary during recessions 
and recovery phases due to programs designed to 
reduce unemployment. In addition, the tourist 
industry, which is definitely cyclical, is not even 
listed in table 2 due to the difficulties of identifying 
it in the published data. We will refer to mining, 
manufacturing, and construction as Montana's 
cyclic industries, even though they may not be the 
only culprits responsible for bringing recessions 
into Montana.
The figures in table 2 describe the structure of 
Montana's economic base and help to place the 
cyclic industries in perspective. During 1948, the 
combined participation income earned in contract 
construction, mining, and manufacturing was 28.0 
percent of the total for all basic industries. The 
corresponding figures for 1960 and 1975 were 42.5 
percent and 40.8 percent, respectively. The 
variation in the relative importance of the cyclic 
industries was mostly caused by agriculture. Farm 
income in 1948 was unusually large, decreasing the 
relative importance of the other basic industries. 
Conversely, Montana's farms and ranches fared 
poorly in 1960, increasing the share of basic 
earnings attributed to non-agricultural sources. 
Despite these differences, the data in table 2 clearly 
show that—even in the worst agricultural 
years—cyclic industries represent less than one- 
half of Montana's economic base.
The relatively unimportant role of cyclic 
industries goes a long way toward explaining the 
mild recessions in Montana. In a nutshell, the cyclic 
industries represent a smaller share of our 
economic base than in other states. If we would 
examine the basic industries in Ohio or Michigan, 
for example, the cyclic industries would account 
for a much greater proportion of the total.
Participation income earned in the cyclic 
industries and total nonfarm participation income 
for Montana are graphed in figure 3. Notice that 
the two are closely related. The quarter-to-quarter 
changes in the cyclic industries are almost identical 
to those in total participation income, suggesting 
that it is the cyclic industries which caused most of 
the short-run changes in total participation 
income. (A change in definitions by the U.S. Bureau 
of Economic Analysis necessitated the dis 
continuity in the graph for the cyclic industries in 
1969.) Agricultural income is also presented to 
illustrate that it varies significantly from one quarter 
to the next and, further, that these fluctuations are 
not related to the national business cycle.
Further insights into the impact of national 
recessions on Montana's economy may be gained 
by examining each of the cyclic industries in detail. 
In the first place, contract construction, mining, 
and manufacturing are broad categories that are 
composed of numerous individual industries 
which may have different cyclical patterns. 
Secondly, the cyclic industries are not evenly 
distributed throughout Montana; statewide totals 
may not accurately reflect conditions in specific 
areas.
Contract construction. This industry consists of 
two different components which, unfortunately, 
cannot be separated in the available data. The first 
is heavy construction, which includes major 
projects such as dams and highways. The timing of 
these projects has not been noticeably correlated 
with national recessions and recoveries. Heavy 
construction has been included in the cyclic 
industries simply because it could not be excluded. 
The second component of contract construction 
consists of activities associated with building or 
renovating homes, businesses, and factories in 
Montana. The variability of these activities is 
notorious and they obviously belong in Montana's 
cyclic industries.
The figures in table 2 show the relative 
importance of contract construction increasing 
from about 7.5 percent in 1948 to about 13.5 
percent of Montana's economic base in 1960 and 
1975. The year 1948 is probably not representative 
because earnings in contract construction appear 
to have been unusually depressed. We really don't 
know why; the early data are just too sketchy to 
even venture a guess. During 1949, participation 
income earned in contract construction accounted 
for about 13 percent of the total for Montana's 
basic industries, about the same as 1960 and 1975. 
Therefore, it appears safe to conclude that the 
relative importance of contract construction has 
changed little during the postwar period.
M ining. To many Montanans, m in ing is 
synonymous with Butte. But, as shown in table 3, 
this category also includes coal mining, petroleum 
and natural gas extraction, and nonmetallic mining. 
In fact, these other activities have grown rapidly 
during the postwar period and currently account 
for more than one-half of the participation income 
from mining. Metal mining, which for all practical
38 Do M ontana's Ups and Downs Reflect National Cydes?/Pau/ E. Polzin
Figure 3. Nonfarm Participation Incom e, Participation Incom e Earned in Cyclic Industries, and Farm Participation 
Income, Montana and the United States, Seasonally Adjusted at Annual Rates, 11948 to 11976 (Constant 1972 Dollars)
purposes refers to activities in and around Silver 
Bow County, is not explicitly identified in the data 
for 1960 and 1975. The combined participation 
income of metal and non-metal mining decreased 
from 77.0 percent of the total in 1948 to 68.6 percent 
in 1960. This figure declined further to 52.7 percent 
in 1975, with metal mining representing 40.8 
percent and nonmetallic mining accounting for the 
remaining 11.8 percent.
Mining in Montana is becoming less cyclic 
because the fastest growing components of this 
industry are not overly sensitive to national
the coal shipped from eastern mines to steel mills 
and other industries, the demand for Montana coal 
is likely to be relatively stable over the business 
cycle. Similarly, petroleum and natural gas 
extraction is influenced more by such factors as the 
long-run trend in energy prices than short-run 
fluctuations in the national economy. In short, the 
declining relative importance of metal mining may 
further reduce the impact of national recessions in 
Montana.
Manufacturing. A wide range of firms is included 
in manufacturing, from the large mills and food 
processing plants to the weekly newspapers 
published in rural areas. The largest and most cyclic 
components of manufacturing in Montana are the
recessions. Most of the coal mined in Montana is 
sold on long-term contracts and shipped to 
midwestern utilities for electric generation. Unlike
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Table 3
Participation Income in the Mining Industry, Montana 
1948,1960, and 1975
(In Constant 1972 Dollars)
wood products industry and primary metals 
refining. Neither is evenly distributed throughout 
the state; the wood products industry is 
concentrated in the western portion of the state 
while primary metals refining plants are located 
near the cities of Anaconda-Butte, East Helena, 
Great Falls, and Columbia Falls. This suggests that 
the cyclic impact of manufacturing will be 
concentrated in selected areas of Montana.
The relative importance of wood products has 
increased between 1948 and 1975; earnings in the 
industry grew from 29.3 to 37.7 percent of total 
participation income from manufacturing. Primary 
metals refining, on the other hand, declined from 
31.1 percent to 18.0 percent during the same 
period. The combined participation income of
these two industries decreased from 60.4 of the 
total for manufacturing in 1948 to 55.7 percent in 
1975. Even though this modest reduction may be 
merely a statistical accident, it suggests that the 
cyclical sensitivity of manufacturing has remained 
approximately constant, or may even have 
decreased slightly, during the postwar period.
A closer look at two recent recessions
The twenty-five-year perspective presented in 
figures 2 and 3 do not permit a careful analysis of 
individual recessions. Consequently, we will 
examine in detail the two most recent recessions, 
the first dated from III 1969 to IV 1970 and the 
second from IV 1973 to I 1975, and describe their 
impact on Montana's economy.
Table 4 °
Participation Income in Manufacturing, Montana 
1948,1960, and 1975
(In Constant 1972 Dollars)
Wood products 
Primary metals refining 










Source: U.S. Department o f Commerce, Bureau of Economic Analysis 
Note: Details may not add due to rounding.
•Includes wages, salaries, other labor income, and proprietors' income.
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, 1948________  1960________  1975________
Participation Percentage Participation Percentage Participation Percentage
Income* o f Income* o f Income* of
(000,000*$) Total (OOO.OOtfs) Total (000,000*5) Total
Coal mining $12.6 14.6
$18.1 23.0 $ 1.4 2.2
Petroleum and natural gas extraction $28.3 32.7
Metal mining $35.4 40.9
$60.7 77.0 $44.6 68.0
Nonmetallic mining $10.2 11.8
Total, mining $78.7 100.0 $65.6 100.0 $86.5 100.0
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
Note: Details may not add due to rounding.
a Includes wages, salaries, other labor income, and proprietors' income.
________I960________  1975________
Participation Percentage Participation Percentage
Income* o f Income* o f
(000,000’s) Total (000.000’s) Total
$ 54.8 33.3 $ 85.8 37.7
32.1 19.5 40.9 18.0
77.7 47.2 100.7 44.3
$164.6 100.0 $227.4 100.0
Figure 4. Nonfarm Participation Incom e, M ontana  
and the United States, at Seasonally Adjusted Rates, 
1969 I -  1971 IV  (Constant 1972 Dollars)
Note: Shaded areas denote national economic contractions
The 1969-1970 recession. This was the first 
officially recognized recession since 1961. As 
shown in figure 3, the sixties were not a decade of 
uninterrupted growth; there were slowdowns in 
1964 and again in 1967-68. For one reason or 
another, however, these periods were not 
categorized as recessions. The 1969-70 recession 
officially began with a peak in III 1969 and 
continued to a trough in IV1970. As shown in figure 
4, U.S. nonfarm participation income did not reach 
a peak until IV 1969 (it is not unusual for nonfarm 
participation income to lag one or two quarters 
behind the other indicators and continue upward 
after the official peak or downward after the 
trough). The 1969-1970 recession was unusually 
long, lasting six quarters, but was not too severe. 
U.S. nonfarm participation income declined only
0.3 percent from peak to trough, or 0.8 percent if 
measured from IV 1969. Correspondingly, the 
recovery was also less than robust; U.S. nonfarm 
participation income in IV 1971, four quarters after 
the trough, was only 3.2 percent greater than 
during the previous peak in III 1969, or 2.8 percent 
above the figure for IV 1969.
The 1969-70 recession was barely noticeable in 
Montana. Nonfarm participation income grew 3.4 
percent from peak to trough, and during IV 1972, 
one year after the recovery began, it stood 7.9 
percent above its previous peak. Montana's 
nonfarm participation income did not increase 
throughout the recession. The graph in figure 4 
shows that it reached a maximum in III 1970 and 
then declined in IV1970. Even though there may be 
an explanation for this event—as we will see later,
Figure 5. Nonfarm Participation Income, M ontana  
and the United States, Seasonally Adjusted Rates, 
1973 II -  1976 I (Constant 1972 Dollars)
Note: Shaded areas denote national economic contractions
contract construction peaked at this time—we 
should concentrate on the general trends rather 
than trying to analyze each squiggle in the graph 
because many of them may be statistical artifacts. 
The combined participation income grew 3.5 
percent from the peak to the trough of the 1969- 
1970 recession. Manufacturing and mining 
remained stable. The rising trend of earnings in 
cyclic industries to a maximum in III 1970 and the 
subsequent decline during IV 1970 and 11971 was 
caused by contract construction. The recovery of 
the cyclic industries in Montana may have been 
delayed by a strike against The Anaconda 
Company, during the summer of 1971. Once this 
dispute was resolved, the cyclic industries began a 
strong recovery in IV 1971.
In summary, the recession of 1969-1970 was mild 
in Montana. There were no sharp declines in the 
cyclic industries. A strike against The Anaconda 
Company, occurring after the official trough, may 
have made conditions in Montana appear worse 
than they actually were.
The 1973-1975 recession. The most recent 
recession has been called the worst in decades. It 
officially began with a peak in IV 1973 and 
continued until a trough in I 1975. As shown in 
figure 5, nonfarm income in both the United States 
and Montana continued downward until II 1975.
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From peak to trough, U.S. nonfarm participation 
income declined 4.9 percent, or 5.0 percent if 
measured to II 1975. The recovery phase was 
lethargic; in 11976, four quarters after the trough. 
United States nonfarm participation income was 
still 1.5 percent below its peak in IV 1975.
Montana did not escape this recession, but it was 
not as severe as elsewhere in the nation. Nonfarm 
participation income declined only 0.1 percent 
between IV 1973 and I 1975, or 0.7 percent if 
measured to II 1975. After the trough, Montana's 
participation income grew rapidly. In I 1976, four 
quarters after the recovery began, it was 5.5 percent 
above its previous peak figure during IV 1973.
Things were not so rosy in Montana's cyclic 
industries; total earnings declined 4.6 percent 
between IV 1973 and I 1975. Manufacturing 
experienced the greatest loss; earnings were down 
10.2 percent. Participation income in contract 
construction and mining remained relatively 
stable. The recovery phase saw significant increases 
in manufacturing. But, this growth was 
counterbalanced by declines in mining so that the 
combined participation income in the cyclic 
industries during I 1976, four quarters after the 
trough, had not yet regained its peak value 
achieved in IV 1973. We do not have a full 
explanation for the decrease in mining, but we 
know that it was partly due to the phasing out of 
underground operations in Butte. Because of this, 
at least part of the decline in mining was not due to 
cyclic factors and is likely to be permanent.
The 1973-1975 recession merits closer 
examination because it appears different from 
earlier recessions. Although we have not examined 
them here, total participation income and income 
in the cyclic industries in Montana were very 
closely correlated during the other cycles. In this 
recession, however, the relatively mild decline in 
total nonfarm income does not jibe with the sharp 
decreases in the cyclic industries. Further, total 
nonfarm income experienced a robust recovery 
while the cyclic industries did not reach their 
previous peak. Glancing back to table 1, we see that 
the changes in nonfarm participation income were 
in the "middle of the pack" when compared to 
other recessions. The 0.1 percent decline from 
peak to trough ranks third out of six. The 5.5 
percent increase from the peak to one year after 
the trough ranks fifth out of six, but is much closer 
to the S.7-7.8 percent range for the four recessions 
with the fastest recoveries than the low figure of 1.4 
percent experienced in 1957-1958. On the other 
hand, the sharp decline in the cyclic industries and
their failure to fully recover by one year after the 
trough are unprecedented in postwar recessions in 
Montana.
There is no mystery to the behavior of the cyclic 
industries during the 1973-1975 recession. The 
sharp declines were mostly in wood products, 
which was reacting to the very high interest rates 
and the depressed nationwide conditions in the 
construction of new homes and businesses. Rather, 
the real puzzle is the reasons for the modest 
decreases in total nonfarm participation income in 
light of the precipitous conditions in the cyclic 
industries.
To be honest, we do not have a satisfactory 
explanation for the apparent differences between 
the cyclic industries and tota l nonfarm 
participation income. We may speculate, however, 
that Montana's farms and ranches moderated the 
impact of the 1973-1975 recession. Beginning in the 
fall of 1973, almost exactly at the beginning of the 
national downswing, agriculture in Montana 
experienced its best year in decades. This was 
followed by two more banner years. Even though 
the prosperity was shortlived among livestock 
producers, Montana agricultural earnings, in 
constant 1972 dollars, during the 1973-1975 period 
were more than 70 percent greater than during the 
previous five years. These increases in export 
earnings, which are not part o f nonfarm 
participation income, may have led to further 
growth in the derivative industries, which are 
included in the nonfarm sector. In other words, 
even though the impact of farms and ranches 
cannot be determined for prior recessions, the 
sustained prosperity of agriculture between 1973 
and 1975 surely had some effect on Montana's 
economy and may have counterbalanced the 
declines in the cyclic industries.
Summing up
We have examined the postwar business cycles and 
concluded that variations in Montana's economy 
were milder during officially designated recession 
periods than in the rest of the nation. The major 
reason for the smaller fluctuations was that 
cyclically sensitive industries are a relatively small 
portion of Montana's economic base. We should 
not be misinterpreted; we are not saying that the 
state has a stable economy. The data presented 
earlier clearly show more economic ups and downs 
in Montana than in the nation as a whole, but most 
of these variations appear to be independent of the 
national business cycle. □
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Energy:
C an In d ep en d en ce  
S u rv ive  
In terd ep en d en ce?
MICHAEL J. MURPHY
Michael J. Murphy is Project Manager, “ Future 
Choices: Energy," for the Upper Midwest 
Council, Minneapolis, Minnesota.
E nergy may be one of the most talked-about yet 
least understood issues in America today. Although 
it is a pervasive topic, touching virtually every 
aspect of our lives, we seldom think of energy 
except in terms of coal, oil, natural gas, or electric 
power.
For three years, we've argued the energy issue as 
if it were an end in itself. If only we could get more 
of it, our problems would disappear. In reality, 
energy is only a means to an end; but it is one of the 
elements of our lives which is necessary to sustain 
and improve the quality of life and to enhance our 
standards of living. What I mean by this is simple. 
Instead of approaching energy problems as if their 
solution makes all other issues simple and 
workable, we must begin to view energy and its 
usage in terms of all of the other values we hold and 
the goals we strive for.
Let me put forth some basic assumptions about 
energy—assumptions which we began developing 
at the Upper Midwest Council some three years 
ago and have used to guide our work since that 
time.
1. We never again will have as much energy 
available from traditional sources as we have 
had in the recent past. Both oil and natural 
gas production have peaked for the United 
States.
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2. Energy, from whatever source, will never be 
cheaper than it is today. We've used our 
cheap resources.
3. Because of the long lead times fo r 
developing alternatives, we cannot postpone 
energy decisions. We must be working 
constantly at least ten to twenty years in 
advance of solutions.
4. Our transition from a society of abundance 
to one of shortage or limited supplies will 
require new thinking and likely will change 
our definitions regarding personal freedoms 
and choices.
5. A dollar is more efficiently and more wisely 
spent saving energy than it is producing 
energy. We must be more efficient.
6. In three years we have moved beyond the 
position of “ wanting" to solve energy 
problems and be more efficient, to a position 
of “ having" to solve these problems. We've 
no other choice.
7. Delays in finding energy solutions today 
magnify into the future. The past three years 
of inaction have postponed for at least ten 
years our being able to stabilize our energy 
supply and demand balance.
8. People are becoming increasingly unwilling 
to accept the impacts of energy-related 
development; but they continue to demand 
more energy. Encroachments upon the 
environment, upon lifestyles, and upon 
pocketbooks are met with growing hostility; 
yet our responsible public and private 
institutions persist in avoiding difficult and 
necessary decisions.
9. We are finding that we have social limits just 
as we have economic and environmental 
limits. Living within these social limits and, at 
the same time, striving to improve our quality 
of life will be the greatest challenge in 
American history.
10. To solve the above problems, and many 
more I have left unstated, will require the 
development of unconventional solutions. 
We are in an era of American history which 
has produced uncommon or, at least, 
unpredicted problems. It is safe to say that it 
will take unconventional methods and 
unconventional people to solve them. I have 
ye t to  see m uch in the  area o f 
unconventional methods; but we do seem to 
be seeing some new and, perhaps, 
innovative individuals entering the picture.
You may be wondering what the title of my
remarks means—“ Can Independence Survive! 
Interdependence?" On one hand, it is a title with a i  
wide enough loop to allow me to throw in several I  
either random or related thoughts. But, it also states I  
what, in reality, is the heart of our energy situation. 1 
We cannot and must not segregate energy and its I  
problems and opportunities from the broad 1 
spectrum of related or separate economic, social, a 
political, environmental, and other problems. We I 
should not, for instance, measure environmental I  
quality goals only in terms of how much energy we 1 
must have; we must also measure energy-use il 
ceilings in terms of maintaining a high quality 1 
environment.
“ We must begin to view energy 
in terms of all the other values 
we hold and the goals 
we strive for”
Just as energy, the economy, the environment, 
social values, cultural traditions and values, and 
po litica l processes and personalities are 
interrelated and interdependent, so are people \ 
and states and regions and nations. For that matter, 
so are counties and individual communities. Energy 
is a systems problem that will require systematic > 
and comprehensive thinking and action to solve. It 
knows neither geographical nor politica l 
boundaries, yet we persist in trying to develop 
policy in a vacuum in one state or another, in one 
nation or another, and in the public and private 
sectors separately, not jointly.
We busy ourselves with the direct implications of 
energy problems and policy, but not the indirect 
implications the secondary and tertiary costs of 
energy use and energy-related decisions. For 
example, the news media do little more than 
equate our energy woes to the price or supply of 
gasoline. If I have one current worry about energy, 
it is not the supply or price of gasoline. The higher 1 
cost of gasoline is miniscule in comparison with the 
cumulative effect of overall higher energy prices 
on all other goods and services we utilize daily.
No one ever inquires how much a shirt or pair of 
pants, or a head of lettuce or bushel of apples, or a I 
new home or automobile increases in price due to 
higher energy prices. These and other human 
needs are the critical factors; they are the ones 
which nibble away at consumer pocketbooks, 
reducing disposable income at increasing rates.
Interestingly, inflation averaged about 4.8
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percent during 1976, and we hope that it will 
remain there or go lower this coming year and 
years after. Energy costs, on the other hand, are 
expected to rise at an annual rate of from 10 to 13 
percent during the next ten years. After that, the 
rate of increase likely will be higher. The net result 
of these price increases will be that a larger and 
larger portion of the nation's overall annual 
inflation rate will be attributable to energy costs. 
And, for many sectors of society, these costs quickly 
become unbearable because people have few if 
any alternatives to continuing to utilize energy in at 
least the same amounts as they do today, if not 
more.
Just the other day, the Federal Energy Ad 
ministration announced approximately the same 
forecast for future energy prices as I just described. 
It also added that world oil demands will exceed 
production capabilities by the 1990s, under even 
the most optimistic conditions, causing prices to 
rise even higher. What does this mean for the 
United States and, in particular, what does this 
mean for a state like Montana? Let me give you 
some brief, general thoughts.
—Per capita energy consumption in Montana is 
appreciably higher than in many other states, due 
primarily to long transportation  distances 
accessible only by combustion engine-powered 
modes and due to the higher energy intensiveness 
of its minerals/metals industries. It is highly 
unlikely that Montana will be able to easily alter this 
higher per capita consumption situation, as the 
state is not a good candidate for alternative 
transportation modes; and it will and must 
continue to rely to a great extent upon its 
extractive/processing industries as an economic 
base.
"Energy is a systems problem that 
will require systematic and 
comprehensive thinking and 
action to solve"
Distances from national production centers 
raise the energy-use component in goods 
consumed within Montana.
Part of Montana agriculture can be described 
as a "swing" industry which feels early any shifts in 
prices and costs. As higher energy prices and 
higher delivery costs fo r fuels and other 
commodities influence the national economy, so 
will they have additional influence on the economy
of Montana relative to agriculture and related 
industries.
—Montana's population, according to Bureau of 
the Census data, has grown in the past six years by 
8.5 percent or by about 59,000 people. Projections 
are that by 1980 population will have grown by 
about 14.6 percent, or about 100,000 people, over 
1970 levels. This kind of growth will require greater 
ene rgy  supp lies  to  m eet e m p lo ym e n t 
requirements and to maintain overall standards of 
living for present and future residents. These 
greater energy supplies will have to be obtained 
from sources we now utilize and which are 
escalating rapidly in price.
I think the message in all of this is that we must 
find ways quickly to reduce the amount of energy 
consumed per dollar of gross national product, per 
pound of product shipped, per square foot of retail 
sales space, per employed person, or per resident.
We are faced with having to explode two rather 
blithely accepted theories (or myths or notions). 
One is that we must maintain past rates of energy- 
use growth to maintain necessary growth in the 
economy. The second is that we must continue to 
replace labor with capital and energy (which is, in 
essence, capital).
On the first—the energy use and economic 
growth relationship—we have talked as if it would 
be fashionable to separate the two (to "uncouple," 
as economists describe it) economic growth and 
energy-use growth. I would submit today that our 
situation has changed markedly. It is not a matter of 
desire; it is a matter of necessity. We must find ways 
to maintain and expand economic activity and 
growth and, at the same time, reduce per-unit 
energy consumption under any measure.
On the second, there needs to be some re 
thinking of our past notions relative to capital 
versus labor. We will see significant growth in net 
employable people nationally and in this state in 
coming years. While for some industries and 
commercial activities increases in capital and 
energy continue to make sense, some others for 
instance, large retailers—should take another look.
The continued growth and prosperity of retailers 
rests heavily on consumer spending power. If 
disposable income declines due to higher fixed 
energy costs, then retailers will suffer. Perhaps, to 
make it a bit oversimplified, such retailers should 
re-think their traditional business alliances and 
philosophies which have historically supported 
replacing labor with capital and energy.
I have done some basic analysis of future energy 
supply/demand trends in this state based upon
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detailed work we are conducting in Minnesota for 
another Council project. We see some strong 
similarities between the two states, similarities that 
are consistent throughout the plains and into the 
eastern side of the Rockies.
Let me make the major point first. We feel it 
possible that this region will not use any more total 
energy in the year 2000 than it does today, even 
though population will grow, employment 
numbers will grow, and demands for improved 
standards of living will continue and increase. We 
believe that supplies of petroleum products may be 
a third less in the year 2000 than they are today. We 
also believe that natural gas supplies may be as little
"We are running out of time 
to allow the marketplace 
to induce savings”
as half of what they are today. These assumptions 
include Alaskan oil and gas, synthetic fuels and 
offshore oil, etc., all traditional supplies. We do not 
see newer alternative technologies coming into 
play in a major way during this twenty-five-year 
period.
We believe, if we persist in trying to use energy as 
we have in the past, that electric energy demands 
will skyrocket, growing at least tenfold during the 
twenty-five-year period. We also believe this 
should not happen no matter what our demands 
because we cannot economically afford to spend 
the money to expand that highly capital-intensive 
energy supply sector.
In Minnesota, to keep pace with historical 
energy growth we find that roughly 60 percent of 
our total state gross product would be devoted to 
paying electric energy bills by the end of the 
century, something which is impossible. We also 
would see the construction of about thirty-six new 
electric generating plants, each a bit larger than the 
combined output of Colstrip units 3 and 4. That will 
be impossible environmentally, in case one 
discounts the economic limits. Merely in order to 
supply as much in twenty-five years as we do today, 
we will see a fourfold expansion of electric energy 
production—even then, a very costly undertaking.
When faced with these kinds of limitations, 
which we believe are real and not supposed, we 
must begin to force the infusion of a broad range of 
energy-use efficiency actions throughout our 
economy. We must begin to recognize that we are 
faced with real economic and environmental
constraints, not to mention significant social and I  
cultural constraints—the kinds of limits that have! 
manifested themselves so clearly in this state in ]  
opposition to coal mining, water consumption, ]  
land use, transmission lines, and the like.
The problem is, however, that we are running ]  
out of time to allow the marketplace to induce] 
savings. Saving energy when it makes economic] 
sense has not done the job; it is time to fo rce ] 
changes, to mandate savings.
I was interested in an article in the January 10 1 
Great Falls Tribune. A gas exploration company 1 
spokesman noted there is no energy shortage, just I 
a shortage of cheap energy. I w ill agree with him on ]  
one point: There is a shortage of cheap energy I 
—there always w ill be. On the other point, I 
however, I disagree. There is a real and serious;] 
domestic energy shortage being offset today only i 
by more imports. The gas industry, and the oil ; 
industry for that matter, always forgets to point out 
that it takes from five to seven years to move newly- 
found gas to the consumer. Their drilling solutions 
in 1977 might help us in 1981 or 1983. In the 
meantime, supplies are shrinking and demands are 
growing—something must give.
Astute businessmen in this world of spiraling 
energy costs must recognize the need to reduce ' 
energy inputs and, thereby, energy cost com 
ponents of product and services. He may not take 
any more money home; but he will slow the rate at 
which he pays it out.
If we wait until government acts, we may be 
recipients of shortsighted regulation too general to 
address specific cases. If, on the other hand, we 
begin to stimulate our own savings programs and 
propose legislation on a positive note—help to 
improve its quality, not fight it because of old
"If the business community 
persists in holding onto old 
economic/energy relationships, 
it will find itself a day late 
and many dollars short"
government-versus-business battles—we possibly 
can come out with guidelines we can live with.
If the business community persists in holding 
onto old economic/energy relationships, it will 
find itself a day late and many dollars short. And, for 
those businesses and areas of the country 
particularly vulnerable to swings in energy prices, 
the days become long and the dollars hard to find.
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Let me shift gears now and talk about something I 
feel is critical in terms of how we make decisions, 
who makes decisions, and who is affected by 
decisions. I will use an example to show how 
interdependent we are as states and as regions. It 
will emphasize how important it is to understand 
the need for interdependence and cooperative 
action if we are to maintain any degree of 
independence in decision making.
Montana could benefit directly if the Northern 
Tier pipeline is built through here. The state's 
refinery base in Billings would have direct ties to 
large supplies of crude oil far into the future. 
Montana also could benefit w ith the proposed line 
across British Columbia plus some expansion of 
pipeline capacity into the state. Either of these 
actions would secure the state's crude oil position 
for several years. The trouble with the Northern 
Tier situation is that major decisions being made in 
Minnesota and other points east have made it 
extremely difficult to advance the proposal to build 
the Northern Tier line. While there is a viable 
market in Montana, there is not, at this point, high 
interest on the part o f re finers fu rth e r 
east—refiners which are necessary if the Northern 
Tier project is to be made economical.
The Kitimat line across British Columbia is being 
advanced by companies in Minnesota—it is wholly 
in their interest. There may be delays in this line, 
however, delays which w ou ld  a ffect both 
Minnesota and Montana. As both an alternative 
measure and a sound investment, Minnesota 
refiners are moving ahead to build a large crude oil 
line up from Illinois to the Twin Cities. This will 
secure their operations in case of delays in the 
Kitimat line.
There is a potential negative effect for Montana, 
however. Without the Northern Tier, Montana 
should look to oil from the Kitimat line. If it is 
delayed, Montana is faced with declining crude 
supplies from Canada with no source available to 
make up the large deficits that will occur in the next 
few years.
I raise this point because it is a clear instance 
where Montana's interests and future are being 
affected by outside decisions and decision makers 
who may or may not have Montana's interests in 
mind. Clearly, there has been and continues to be a 
pressing need for these states (and for North 
Dakota, sandwiched in between) to seek a solution 
which benefits all. So far, efforts have been much 
the opposite or, at best, nonexistent.
I can't leave Montana without at least mention 
ing coal development and use. While I do not
profess to be an overall expert on the subject, I did 
conduct about two years of research into many of 
the issues and the policy problems, implications 
and alternatives which exist.
The important point I want to make is that much 
of Montana's coal-related future is being decided 
far outside the state's borders. While the state has 
busied itself with regulations and laws regarding 
mining, taxes, water, siting, and energy need, the
"Montana's interests and future 
are being affected by outside 
decision makers who may or 
may not have Montana's interest 
in m ind"
bulk of demands for the resource are in other 
states. And, the decisions to use Montana coal are 
being decided on an economic agenda which may 
or may not consider real and potential problems 
affecting Montana. I suggest that what is happening 
is a case of designing the rules under which coal 
development will be played out, rather than the 
case of a state (Montana) making conscious 
decisions as to whether or not coal development (at 
whatever level) is compatible and consistent with 
other state economic and quality of life objectives. 
What I have seen, to date, is more a situation where 
the problems and opportunities produced by coal 
demand are being manipulated on a short-term 
basis rather than being addressed for their long 
term costs and benefits.
Let me pose an interesting kind of inter 
dependency situation. Minnesota plans to make 
greater use of Montana coal in coming years. It also 
has the alternative of siting electric power plants in 
North Dakota and moving large blocks of electric 
power into Minnesota. If it is too costly to mine and 
generate in North Dakota, Minnesota utilities will 
move to purchase coal from Montana and 
transport it on unit trains. Clearly, there are 
problems—mining, water, population, social costs, 
rail transportation, transmission line and plant 
siting, individual rights and values, and more. At 
this point, Montana is addressing its own problems; 
Minnesota is trying to solve its, too.
The western, resource-producing states have 
entered into a coalition to help organize resource 
development programs. They have done so to 
facilitate a united political front where greater 
numbers mean greater clout. Still they are at the
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mercy of economic decisions made in major 
consuming regions.
Western energy states are addressing only one 
side of the equation—supply. They have no strong 
link to the other side—demand. I would suggest 
that states like Montana begin to build linkages 
with major coal-demanding states in an attempt to 
develop more balanced approaches to problem 
solving. Fundamentally, this is an information 
sharing effort whereby states like Minnesota begin 
to take into consideration the real and total costs of 
greater demands for coal. Likewise, states like 
Montana need to take into consideration the 
energy needs of other areas. What I suggest is not 
regional decision making which could co-opt state 
controls. I would like, rather, to see multi-state
"/ would suggest that states like 
Montana begin to build linkages 
with major coal-demanding states“
linkages which increase knowledge and 
understanding and allow individual states to make 
better separate decisions. I want to make very clear 
that I am not advocating a state giving up its 
individual rights by entering a kind of information 
sharing, idea-exchange process. What I am 
suggesting is that for a state to be successful in 
controlling its own economic and social future, it 
must expand the base of knowledge upon which it 
operates. In order for a state like Minnesota to 
make the wisest or optimum choices on how to 
supply electric power from coal in the future, it 
must clearly understand the implications of its 
decisions on Montanans and North Dakotans who 
will be asked to provide the coal, the land, the 
water, and other components o f energy 
development.
On the water question, there is an undeniable 
link between the states of the Missouri River Basin 
and the Upper Mississippi River Basin. As we enter 
into a third year of drought in the Midwest, 
concerns for water and demands upon water 
systems will increase. We persist, however, in 
assessing alternatives for water management and 
allocation on a basin-by-basin level. Montana, 
North Dakota, and Minnesota have common 
problems with Canada relating to water use and 
quality. You have your Cabin Creek and Poplar 
River situations, we have the Garrison Dam and the 
Souris, Red and Rainy River questions. We have 
common objectives; yet we tend to shy away from 
seeking common or coordinated solutions.
I believe there is strong agreement on the needf 
to move Alaskan natural gas down through Canada,! 
across Montana and North Dakota and into th e | 
Midwest. Coming shortly, however, is the decision- i 
making process in Washington—a decision w h ich ! 
needs the input of the public and private sectors! 
throughout this part of the country. I urge you n o t! 
to become complacent on this issue; politica l! 
entanglements in Washington, D.C., are always! 
uncertain. Even though there is no express! 
provision for large-scale access to Alaskan gas for |  
Montanans, you will get some through a n ! 
agreement The Montana Power Company has with 1 
one of the pipeline's principals. In the future, the J 
fact that the line traverses this state will be I 
extremely beneficial to you. You will be in a good j  
position to obtain access to future Arctic-region gas ] 
supplies.
A last thought on a key topic of common interest I  
which also furthers my ideas on independence and I 
interdependence has to do with railroads and the I 
future of transportation in this part of the nation. I 
We did extensive work last year relative to the j  
impact of coal slurry lines on the environment, I 
water systems, and very importantly, on the 
economic viability of rail systems. We strongly 
believe that, beyond the critical issue of water, 
there is an equally important issue relating to future 
economic strength of the railroads if slurries are ; 
approved and implemented. The net effect of 
slurries being built w ill, in our opinion, raise the 
costs of overall commodity shipment on railroads. 
The first system which would feel this impact 
directly would be Burlington Northern. I don't 
have to say how important the BN is to this state as 
well as the Midwest.
Again, I am going to shift my focus to another 
agenda of energy-related items and issues.
The solutions to our energy problems are not 
going to emerge from a “ black box" or one great 
master plan or idea. They will come from a 
multitude of actions, probably too numerous to 
count. If we try, as I believe we have in the past 1 
three years, to think of the great plan or policy, we 
will persist in wasting valuable time. The net result 
of delays today multiplies into several years of j 
continued difficult times down the road.
Various energy-using sectors cannot wait until 
the other does better in efficiency; all must act 
now. We are on the brink of closing schools, j 
companies, shopping centers, and other facilities in j 
Minnesota. We also believe it w ill get worse in 
coming weeks. Fortunately, through strong state- 
level planning, we have the people and the
48
Energy: Can Independence Survive Interdependence!/M ichael J. Murphy
organizational capability to cope with these crisis 
like conditions. People must face the fact that these 
kinds of problems are not momentary phenomena. 
They are part of a growing trend which can only get
"The more you take private action 
to improve efficiency, the more 
you help offset government 
intervention”
worse in the next few years. Our major alternatives 
in terms of pipelines or widespread technological 
innovations to increase efficiency or development 
of new sources of energy will take several years. We 
must make do with what we have and do it more 
efficiently. The other side of the coin, certainly 
economically disastrous and perhaps a real threat 
to national security, is that we will have to import 
more oil from sources over which we have no 
control.While you might not use Arab oil directly, 
whatever commodities and services you use in 
Montana but do not produce are affected by 
decisions in the Middle East.
We've seen another important trend in the past 
three years. In 1974, the federal government and 
most state governments talked about voluntary 
conservation—"let's get the job done the 
American way." I no longer see anyone in key 
policy positions talking that way. The talk today is 
about mandatory efficiency programs—penalties, 
enforcement, monitoring of use, higher prices 
through taxes, and more to implement increased 
energy-use efficiency. There are two reasons for 
this shift in policy development. First, it is 
increasingly apparent that the marketplace is not 
responding as we would like it. Second, higher 
imported oil prices, increased dependence on 
foreign sources, and declining domestic supplies in 
the past three years have accelerated our energy 
problems. Simply put, we have more and hungrier 
mouths biting from a smaller and more expensive 
loaf of bread.
For the business com m unity continua lly  
troubled by government regulation and confusion, 
this is not cheerful news. The more you take private 
action to improve efficiency, the more you will 
help offset government intervention, however. I 
urge you to take a hard look at your situation 
immediately and act accordingly.
In closing, I want to offer you two scenarios for 
the future, based upon our current energy-short 
situation.
On the one hand, to solve our current and 
growing energy problems, we can move sharply to 
regulate use, set energy taxes, manipulate and 
allocated supplies, and control energy distribution. 
On the other hand, we can do nothing today and 
about five years down the line, find ourselves 
having to mine, dig, drill, pipe, burn, haul, and 
pump every bit of energy we can get in order to 
meet the growing needs of the economy and to 
offset the fact we did nothing earlier. Neither 
option is highly palatable. Both represent 
encroachments upon personal freedoms, 
individual and group rights, to say nothing of states' 
rights. The path is clear to me. If we begin today, we 
can implement good, comprehensive programs 
sensitive to individual and state needs. If we wait, 
federal action will occur, and it has little in the way 
of a positive record in terms of sensitivity to the 
widespread differences among communities, 
states, and individuals.
I am the optimist, however. We waste about 40 
percent of all the energy we use. We have the 
technological capability to develop alternatives 
and the creativity to take action immediately. We 
simply have got to quit kidding ourselves, however. 
As Kenneth Boulding, the noted environmental 
economist, points out, we must differentiate 
between ourselves as "cowboys" riding hell-bent 
for leather across the land, using it, consuming its 
bounty; or as cautious citizens on a spaceship living 
well, but within the finite limits of our planet and its 
resources. Certainly we must make changes. Some 
people are fond of talking about major lifestyle 
changes in the future. We always talk as if these 
changes are inherently bad, however. I feel just as 
strongly that these changes will, in fact, be positive.
We can either consciously manage our transition 
to a future of our choice or let it evolve through 
default. If we don't act soon, our opportunities to 
make choices will be taken over by events out of 
our control. Only for a little while longer do we 
have the freedom to act.
To act, however, will require that we balance our 
personal interest with those of people near us as 
well as miles away. We must be willing to deal 
equitably with people as people, not votes, rings on 
the cash register, or numbers in a book. While we 
have environmental and economic limits, our 
social and cultural limits and constraints are 
becoming an even more important force in shaping 
the future. To take lightly or to acknowledge only 
reluctantly these rapidly changing and important 
social values and concerns invites but further 
confrontation and, ultimately, chaos. □
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R egional A sp e c ts  o f th e  W ood
Patterns of supply and demand and 
prospects for future production
F  he regional aspects of the wood products 
industry may be so obvious that they are often 
overlooked. The wood products industry is, in fact, 
a regional industry; it has identifiable producing 
regions in sparsely populated or “ backwoods”  
areas and numerous markets in and around 
population centers. While the general patterns of 
this industry can be explained in both practice and 
theory, there is no general theory that can explain 
why a 2x4 manufactured in Montana should wind 
up in a house in New Jersey, or a farm in Iowa, or 
even a mobile home in Tennessee. The point is that 
most wood products are homogeneous 
commodities, similar to wheat, which lose their 
identity somewhere in the distribution system.
Further difficulties arise in tracing the flow of 
wood products from the tree to final use because 
there are: (1) numerous firms in the industry, (2) 
several distinct producing regions, (3) complex 
distribution systems, (4) significant percentages of 
wood products involved in foreign trade, (5) a large 
number of purchasers in numerous locations, and 
(6) a variety of end-uses. Of course, this is not an 
exhaustive list, but some of the dimensions begin to
take shape. Tracing product flows is much easier for;] 
household appliances that require a purchaser to i 
register his warranty if he wishes it to be in effect. I 
The addresses on warranty registrations provide a I 
means of tracing product flows. But, whoever] 
heard of anyone willing to fill out a warranty] 
registration for a 2x4 in his bathroom wall?
The problem, then, is to describe the regional I 
flow patterns of wood products in order to see how 
Montana fits into the overall system. As is the 
tradition of economists in attacking complex 
problems, some simplifying assumptions are used 
to reduce the scope of this problem.
To begin with, it can be assumed that the market 
for wood products consists of the four Census] 
Regions shown in figure 1. A second simplifying 
assumption in this analysis is that only softwood 
lumber will be considered, thereby eliminating the 
separate problem of tracing the flows of plywood, 
particleboard, hardwood lumber, and paneling. 
Before considering the amounts of softwood 
lumber consumed in each of these regions, let us 
look at some of the factors determining how much 
lumber will be demanded in each region.
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Factors influencing the demand 
for domestic lumber
Demand for lumber is affected by three processes: 
growth of existing markets; direct substitution for 
competing products; and new applications. An 
example of the first is the increased demand for 
lumber in residential construction, caused by the 
growth in housing starts and the increased size of 
the average house. Direct substitution of wood 
siding for brick is an illustration of the second 
process. On the other hand, in cases of direct 
substitution lumber is often replaced by another 
product; for example, some mobile home 
manufacturers have replaced wooden studs with 
steel studs. An instance of a new application is the 
wooden all-weather foundation which can be 
installed when the weather is too cold to pour 
concrete.
Figure 1. U.S. Softwood Lumber-Consuming  
Regions
Note: Consuming regions are identical to the four 
Census Regions used by the U.S. Bureau of the Census.
Lumber is a product of a mature industry, and 
lumber is losing ground to products which are the 
result of recent technological developments. 
Fortunately, end-use markets for lumber are 
expanding more rapidly than the losses caused by 
substitution of nonwood and other wood products.
The most important end-use, consuming nearly 
40 percent of lumber in the United States, is 
residential construction. About 80 percent of the 
lumber used for residential construction goes into 
single-family units, while the remaining 20 percent 
is consumed in multifamily units. Mobile home 
production accounts for less than 2 percent of U.S. 
lumber consumption because an average mobile 
home consumes one-seventh as much lumber as a 
single-family home. Nevertheless, the rapid growth 
in mobile home shipments from 104,000 in 1960 to a 
peak of 576,000 in 1972 has made mobile homes an 
important market for lumber.
Construction of residential units and the 
production of mobile homes tend to be extremely 
cyclical and exhibit wide swings over the housing 
cycle. Since housing is the largest end-use for 
lumber, the fluctuations in housing production can 
have adverse effects on lumber manufacturers. The 
percentage of changes from year to year shown in 
figure 2 are dramatic when compared to changes in 
the economy as a whole. For example, between 
1973 and 1974 total housing starts fell 34 percent, 
while the gross national product dropped only 2 
percent.
Nonresidential construction is an end-use 
market which requires less than 10 percent of the 
softwood lumber consumed, but it is difficult to 
pinpoint consumption levels. Part of the problem is 
that nonresidential construction occurs in many 
different forms, including building types from
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Figure 2. Selected Indicators of Economic Activity 
Affecting Demand for Softwood Lumber
Source: Percent changes calculated from  U.S. 
Department o f Commerce data. Conventional housing 
starts and mobile home shipments obtained from 
Construction Review; U.S. gross national product 
obtained from Survey o f Current Business.
refineries to skyscrapers, and nonbuilding 
structures from highways to hydroelectric dams. In 
addition to the measurement problem , 
nonresidential construction is also cyclic, but its 
cycle lags the housing cycle by four quarters.
Another end-use for which data are lacking is the 
nebulous repair and remodel market. Estimates are 
that about 15 to 20 percent of consumption is 
allocated to this use. It is even more difficult to 
measure lumber usage for repair and remodeling 
than for nonresidential construction. One reason 
for the scarcity of data for this use is the expense of 
tracking the purchases of the "do-it-yourselfer”  
and the part-time contractor. Those limited studies 
which are available indicate repair and remodel 
usage is not as cyclic as the construction of new 
structures.
The remaining uses, which amount to about one- 
third of lumber consumption, are associated with 
manufacturing furniture, truck bodies, match- 
sticks, toys, packing crates, and all the 
miscellaneous products that are not otherwise 
accounted for. This end-use market is much more 
stable than residential construction, and it moves 
with the general economy.
The extremely cyclic construction end-uses 
cause wide swings in the year-to-year demand for 
lumber and wood products because they account 
for more than half of the total demand for wood 
products. This cyclic demand contributes to the 
cyclic nature of the wood products industry. 
Although the subject of construction cycles has 
intrigued thinkers ranging from Nobel prize 
w inner Simon Kuznets to the smallest of
homebuilders, only three cyclic patterns are noted 
in this paper. First, there is the so-called long cycle 
or Kuznets cycle, which is roughly twenty years in 
length and is driven by changes in the composition 
of the population. Second, it is possible to identify a 
building cycle which is about four years in length, 
and it usually leads the business cycle. Finally, there 
is the yearly seasonal rise and fall of construction 
activity.
At any given time, it is the cumulative effects of 
these cycles that influence the demand for lumber. 
First, the current composition of the population is 
such that the number of people of home-buying 
age is increasing. This impact of the long cycle is 
affecting the ratio of single-family to multifamily 
housing starts. Second, following the low point in 
the current building cycle which occurred in the 
first quarter of 1975, residential construction has 
been increasing steadily and could reach a peak in 
late 1977 or early 1978. And third, the seasonal 
pattern for residential construction in the United 
States consists of increased activity in the second 
and third quarter, with decreased activity during 
the first and fourth quarters.
There are other factors influencing the demand 
for lumber which have not been mentioned, such 
as inflation, interest rates, government stimulation, 
and government regulation. Some of these 
influence the building cycle, while others, such as 
some government housing programs, have little 
effect. It can be argued that government borrowing 
in the money markets that supply funds to the 
private mortgage industry helps to drive interest 
rates up, thereby "rationing out”  about as many 
homes as would have been constructed with the 
money the government borrowed for its housing 
programs. In any case, it is the cyclic nature of the 
major end-use markets per se and not the causes of 
the cycles which should be the focus of regional 
analysis. Furthermore, it is the degree to which the 
composition of end-use markets of varying 
cyclicality affect lumber-consuming regions that 
we are to address today. The following section 
examines some of these differences.
Regional patterns of lumber demand
The four Census Regions are unequal in most 
dimensions; economic indicators, such as 
population, employment, income, and investment 
(as measured by magnitudes, changes, and regional 
shares), provide a basis for describing the 
differences. Ultimately, these differences are 
reflected in the end-use markets for lumber, 
which, in turn, affect the flow of lumber from
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producing regions. Before tracing these flows, 
however, it might be useful to examine the regional 
pattern of some of the end-use markets, especially 
construction.
Residential construction can be viewed in terms 
of the regional variation of the three types of cycles 
noted above. The results of the demographic shift, 
when large numbers of households moved from 
age groups containing more renters than buyers to 
age groups containing more buyers than renters, 
are seen regionally in table 1. In the period from
Table 1
Single-Family Housing Starts as a Percentage of 
Total Housing Starts by Consuming Region
1970 1971 1972 1973 1974 1975
Northeast 51.8 54.9 51.7 56.0 65.0 75.2
North Central 52.4 54.8 57.8 61.1 71.0 75.5
South 61.6 58.0 57.9 53.2 66.4 82.8
West 50.5 49.8 51.6 53.6 61.8 69.8
Source: Percentages calculated from data obtained from 
U.S. Department of Commerce, Bureau of the Census, 
Construction Reports: Housing Starts, C20-76-10,
December 1976, table 9, p. 12.
1970 to 1975, the percentage of single-family homes 
in the United States rose from 57 percent to 77 
percent. This in itself can have a major impact on 
lumber demand, since the average single-family 
unit consumes 3.5 times as much softwood lumber 
as a multifamily unit. However, the richness of the 
housing mix could not offset the decline in the 
number of houses built.
The regional pattern in shares of single-family 
housing starts is of some interest because of the 
interpretation which can be made from the 
patterns. Of particular interest is the relative 
positions of the South and the West. Normally, the 
South has had the largest percentage of single 
family units started, while the West has had the 
least. This pattern held until 1973, when a complete 
reversal took place. The "Florida effect" in the 
South with its overbuilding in condominiums 
became evident and was still noticeable in 1974. By 
1975, the pattern had shifted back to the earlier 
position.
Both the building cycle and the seasonal pattern 
can be observed in figure 3, where single-family 
housing starts are displayed quarterly from 1970 to 
1975 for each of the four Census Regions. Perhaps 
the most important point here is that the recovery 
I  in 1975 was principally in the West and North 
Central. The current recovery has not been 
uniform across regions, and this influences which 
of the producing regions will have stronger
Figure 3. New Single-Family Housing Units Started 
by Region
source: u .d . uepartment or commerce. Bureau or tne  
Census, Construction Reports: Housing Starts, C20-76-10, 
December 1976, table 9, p. 12.
recoveries as they supply lumber for the new 
houses.
The seasonal differences between regions in 
both the size of the seasonal swings and their 
timing are also important. The North Central has 
the widest swings, indicating the extremes of cold 
weather for the region as a whole. Hence, single 
family starts are greatest in the second quarter and 
least in the first. The pattern for the West is 
somewhat different. The swings are less and, while 
the peak is in the second quarter, the trough is in 
the fourth. The seasonal pattern in the Northeast is 
similar to that of the North Central, while the 
pattern in the West is similar to that of the South. 
The seasonal demand fluctuations for lumber 
creates some supply problems and price shifts.
The importance of regional differences in 
residential construction can be demonstrated even 
more vividly in terms of the shares of single-family 
starts in the consuming regions, as shown in table 1. 
What is of interest here is that a recent press release 
by the U.S. Bureau of the Census noted that the 
South and the West now account for more than half 
of the nation's population. Yet, the distribution of 
single-family starts places 61 to 68 percent of them 
in the South and West during the 1970-75 period. 
Of course, if figures for increases in numbers of 
households of home-buying age by region were 
handy, they would correlate more closely with the 
pattern of housing starts than they would with the 
population distribution. In fact, there are large 
population shifts occurring, and there are large 
share shifts of new single-family housing starts 
among regions, especially the South and the North 
Central. Table 2 indicates the South slipped from 
nearly 47 percent of single-family starts in the 
United States in 1972 to 41 percent in 1975, while
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Table 2
Single-Family Housing Starts—Consuming Regions 
as a Share of U.S. Total
1970 1971 1972 1973 1974 1975
Northeast 13.9 12.6 13.0 13.7 12.6
North Central 20.4 20.7 19.5 23.8 25.3 24.9
South 46.4 45.7 46.7 42.2 41.3 41.0
West 19.3 21.0 20.8 20.3 19.8 21.5
Source: See table 1.
the North Central increased its share from 20 
percent in 1972 to 25 percent in 1975.
The importance of new single-family homes as a 
share of toal lumber consumed within a region 
varies over time and across regions. The variation 
over time reflects the movements of the building 
cycle and the business cycle, which are somewhat 
out of phase with each other. Thus, there are years 
when the economy is strong relative to residential 
construction, such as 1970 and 1974. There are also 
years when residential construction is strong 
relative to the rest of the economy, such as 1971. In 
addition, there are other factors such as the use of 
wood in houses varying by region. For example, 
more houses in the South are built on slab 
foundations, while more houses in the North 
Central have basements and wooden floor systems. 
Also, there are differences in size of houses built in 
the regions, and more wood is used in the larger 
houses. Therefore, the importance of single-family 
construction in each region, as shown in table 3, is 
the result of a combination of the factors which 
have been introduced above.
It should be remembered that there are several 
end-uses other than new single-family residences 
requiring lumber, but the single-family example is 
sufficient to illustrate the differences in the
Table 3
Consumption ol Lumber in Construction of New 
Single-Family Homes as a Percentage of Total 
Lumber Consumption by Consuming Regions
1970 1971 1972 1973 1974 1975
Northeast 20.2 24.7 26.2 24.8 21.5 21.3
North Central 24.6 30.9 31.8 32.2 31.1 30.2
South 36.0 42.4 43.5 38.2 37.4 40.0
West 34.3 4f.4 42.4 40.2 37.3 40.0
Source: Lumber consumption data were obtained from a 
model which combines proprietary data with public data, 
some of which are unpublished. Examples of available 
published sources are: U.S. Bureau of the Census, 
Construction Reports: Characteristics o f New Housing, 
C25-75-13; and U.S. Forest Service, The Outlook for 
Timber in the United States, FRR-20.
Figure 4. Softwood Lumber Consumption by 
Census Region
Source: See table 3.
regional importance of this most extreme case. 
Instead of looking at other end-use markets, it is 
probably more useful to measure the importance 
of each region to the total lumber market.
Figure 4 displays estimates o f lumber 
consumption by end-use markets which were 
calculated for the consuming regions; these 
estimates were then used to obtain the regional 
shares of lumber consumption found in table 4. 
They provide a basis for determining the rank order 
of the consuming regions. The South is the largest, 
followed by the North Central, the Northeast, and 
the West. However, these rankings are not totally 
supported by the shipments data, which rank the 
regions in the following order: (1) South, (2) North 
Central, (3) West, and (4) Northeast. The difference 
appears to be in our inability to follow the flow of 
lumber through the distribution system. However, 
the problems of tracing flows back through the 
distribution system belong in the discussion of 
supply, not in the section on demand.
Regional patterns of lumber supply
A given level of demand in a region will be supplied 
through a complex process affecting dealer
Table 4
Lumber Consumption and Consuming Regions as 
a Share of the U.S. Total
1970 1971 1972 1973 1974 1975
Northeast 22.4 20.1 19.5 19.2 20.0 19.9
North Central 27.1 26.4 25.3 27.0 28.6 28.1
South 32.4 33.7 35.6 35.1 33.0 33.2
West 18.1 19.8 19.6 18.8 18.3 18.8
Source: See table 3.
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Figure 5. U.S. Softwood Lumber-Producing 
Regions
Note: Based on Western Wood Products Association 
producing regions.
inventories, transportation systems, m ill 
inventories, mill production, and even timber 
harvests. Normally, the lumber-producing region 
with the competitive advantage in terms of 
production costs and freight rates for supplying a 
market will be the primary source of that lumber. 
When the producing region delivering at the 
lowest cost is unable to supply all of the lumber 
demanded in its usual markets, prices in the 
producing region are increased. At some point, 
prices are bid up to a level where other producing 
regions can supply the add itiona l lum ber 
profitably.
The producing regions used in this paper are 
those of the Western Wood Products Association 
and are shown in figure 5. These five regions supply 
roughly 80 percent of the U.S. demand, and Canada 
supplies the remaining 20 percent. Also, the United 
States exports about 4 percent of its production. 
Among the producing regions, the West Inland 
ranked first in 1973 with 33 percent of the U.S. 
production, followed by the West Coast with 29 
percent, and the South with 25 percent. The two 
remaining regions, the Redwood and the North, 
accounted for 9 percent and 4 percent respectively.
These producing regions respond differently to 
changes in demand in the consuming regions. Each 
producing region supplies a percentage of its 
lumber to the consuming region where it is 
located. Furthermore, each producing region ships 
varying amounts to additional consuming regions 
and, in some cases, to foreign countries.
The West Inland producing region supplies 42 
percent of its production to the West consuming 
region. Another 32 percent is shipped to the North 
Central and 16 percent is shipped to the South. This 
leaves 9 percent for the Northeast and 1 percent for
exporting to Canada. These flows are based on 
estimates of shipments, although reshipment to 
another region often occurs w ithout being shown 
in the records.
In analyzing the relationship of the West Inland 
region to the consuming regions, it must be 
recognized that as demand changes in each of the 
consuming regions, the supplying regions adjust in 
their attempts to ship lumber to this changing 
customer base. In the 1960s the largest share of the 
West Inland's lumber production went to the 
North Central, but Canadian producers have been 
increasing their market share there. It now appears 
that even though the North Central still obtains 
more lumber from the Inland region than from 
Canada, it is only a matter of a few years before the 
North Central will obtain more from Canada.
The share of Inland shipments to the West 
consuming region has been increasing as West 
Coast producers have increased exports. It also 
appears that the Inland region is a marginal 
supplier for the South. In those years when the 
South's share exceeded 35 percent of the lumber 
consumed in the United States, the Inland 
producers shipped 17 percent of their production 
to the South. When the South's consumption 
dropped to 33 percent of the U.S. total, then the 
share of the Inland's production shipped to the 
South fell to 15 percent.
The share of lumber shipped to the Northeast in 
recent years seems to have stabilized around 9 
percent; this is somewhat lower than the 12 percent 
in the mid-1960s. It appears that additional lumber 
from the Inland region is reaching the Northeast 
because it is reshipped from Chicago or other 
major cities in the North Central. Nevertheless, it is 
impossible to measure these flows.
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Changes in the supply/demand balance in one 
consuming region have effects in other consuming 
regions, and these cause a chain reaction among 
producing regions. Take, for example, the recent 
Canadian wage and price controls which regulate 
lumber prices in Canadian markets, but not in U.S. 
markets. This encourages Canadian producers to 
export more of their production into U.S. markets 
whenever price differentials favor Canadian 
producers. This would have an adverse effect on 
the Inland region, since the North Central region 
would receive more Canadian lumber. The Inland 
producers would then ship more lumber to the 
West and the South, while the West Coast and 
Southern producers would also shift their 
marketing plans.
Since our focus is on the Inland region and 
ultimately Montana's role, discussion of the other 
producing regions is limited to a comparison of 
lumber production in the three largest lumber- 
producing regions. Figure 6 shows the quarterly 
pattern of lumber production in the 1970-75 
period. The peak lumber production year in the last 
cycle was 1973. By 1975, U.S. lumber production 
had fallen 18 percent and the shares of U.S. 
production had shifted in the South and West 
Coast, but the Inland region maintained its 33 
percent share. The South gained 1 percent and the 
West lost 2 percent. The import share fell from 20 
percent to 18 percent in the same period.
There are significant seasonal differences among 
the producing regions. Figure 6 indicates that the 
West Inland region has larger seasonal swings than 
the West Coast region, which is more seasonal than 
the South. The employment implications of the 
seasonal swings in lumber production in the Inland 
region are similar to the employment implications
Figure 6. Softwood Lumber Production South, 
West Coast, and West Inland Regions
of agriculture. There is often a “ feast or famine': 
condition for the workers and the community.
So far discussion has been focused on supply and 
demand patterns over the last cycle. These patterns 
when related to the economic outlook become the 
basis for some observations on the prospects for 
lumber producers in Montana. It should be noted 
here that much of what has been said about lumber 
will be true for plywood, but the Inland region 
produces only 19 percent of the nation's plywood, 
compared with 33 percent of its lumber. In any 
case, the cyclical construction end-uses will have 
their effects on plywood producers also.
Prospects for lumber production 
in Montana
It appears that the West Inland region produced 16 
percent more lumber in 1976 than in 1975 and that 
prices have moved up 13 percent. A large part of 
these increases can be attributed to the housing 
recovery. Last year housing starts increased 33 
percent, and three-quarters of those houses were 
single-family units consuming 3.5 times the amount 
of lumber of a multifamily unit. This compares with 
a 55 percent share of single-family starts in the 1972 
peak.
The consensus forecast for housing starts in 1977 
is 1.8 million units, a 16 percent increase from the 
1976 level. The impact of this level of housing starts 
on lumber production will depend on the share of 
single-family starts and the regional distribution of 
the new units. In forecasts of the single- 
family/multifamily mix, there is no consensus 
percentage, because the recovery in the 
construction of multifamily units has been 
fragmentary. Some forecasters believe there will be 
as many as 600,000 multifamily units built in 1977.
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With a level of 1.8 million units and a mix 
containing 67 percent single-family starts, the 
lumber consumption would be equivalent to two 
million starts having a mix with 55 percent single 
family starts, as was the case in 1972.
If mobile home production maintains its normal 
cyclical relationship with single-family housing as 
illustrated in figure 2, then one could expect an 
increase of at least 8 percent. The remaining end- 
use markets should not increase significantly until 
the last half of the year. This translates into a 7 
percent increase in lumber consumption in the 
United States. Because imports will supply an 
increasing percentage of the domestic demand in 
1977, the growth in domestic production should be 
about 5 percent.
How this affects Montana depends upon where 
the demand occurs. According to the “ 1972 Profile 
of Montana Sawmills”  in the Western Wood 
Products Statistical Yearbook, the principal market 
for the state's lumber was the North Central, which 
accounted for 46 percent of production. About 25 
percent went to the West, most of which went 
outside of California. Another 18 percent went to 
the South and 11 percent went to the Northeast.
My current view of the changes in market share 
of lumber by region since 1975 is for the West to 
increase its share by a full percent to 20 percent of 
U.S. lumber consumption by 1977, but much of the 
increase will go to California. The other regions will 
probably lose share, with the biggest loss occurring 
in the Northeast. The Northeast is projected to 
consume 19 percent, a loss of nearly 1 percent. The
North Central and the South are expected to 
consume 28 percent and 33 percent respectively.
In the past few years Montana's lumber 
producers have been helped by the comparatively 
stronger housing recovery in its principal market 
areas. Furthermore, competing producers in 
Canada were hampered by rail and mill strikes, 
while West Coast producers, especially in Oregon, 
bid up the price of Forest Service timber so high 
that their lumber was less competitive with 
Montana or southern producers with a lower cost 
base. In 1977, many of these conditions w ill have 
changed so that Montana's producers may not be 
helped as much.
Montana's growth in lumber production 
depends on the ability of its mills to compete in the 
North Central with the Canadian producers, the 
degree to which it can penetrate in the West as 
coastal producers respond to the California 
“ boom”  and export markets, as well as the ability to 
increase its share in the South. A tentative forecast 
of a 6 percent increase in production does not seem 
unreasonable, given that no serious bottlenecks, 
such as railcar shortages, environm enta l 
restrictions, or strikes affecting production, 
distribution or end-uses, interfere with the 
seasonal patterns of market flows.
Overall, 1977 looks like a good year for wood 
products in general. In 1976, both volumes and 
prices recovered to an extent that exceeded the 
expectations of most forecasters. The pattern for 
1977 is already well established; it is 1978 that is 
beginning to keep forecasters up nights. □
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MAXINE C. JOHNSON
A  F ew  C o m m en ts O n  
G o v ern m en t In M ontana
Because there is so much discussion about 
government, its size and its growth, a few figures 
about government employment and expenditures 
may be of interest. This is not a definitive report by 
any means; you'll have to draw your own 
conclusions as to what the figures mean.
There's no doubt that government is bigger than 
it used to be. Back in 1960, 16 out of every 100 
persons employed in Montana (16 percent) worked 
for the federal, state or local government. By 1970, 
20 out of every 100 workers were government 
employees, and in 1976, 22 percent were 
government workers (figure 1). Throughout the 16- 
year period the federal government employed 
about 4 of every 100 workers. State and local 
government workers accounted for 12 percent of 
total employment in 1960 and 18 percent in 1976. 
Unfortunately, we can't break the figures down 
between state and local government back to 1960 
but since 1973 their employment has been 
increasing at about the same rate. The increase in
1975 and 1976 is partly the result of federal 
programs such as CETA which funded jobs at the 
state and local level.
In 1976, Montana state and local governments 
employed about 53,000 people (table 1). State 
government accounted fo r 19,600; local 
governments for 33,500. Almost 30,000 were in 
education—the public schools and the University 
system.
Governments spend a lot of money in Montana. 
Total federal government expenditures—all the 
money spent for any purpose—in Montana in fiscal
1976 amounted to $1.2 billion (table 2). That's over 
$1,600 per capita. The biggest spending agency was 
the Department of Health, Education and Welfare, 
followed by the Defense Department.
State and local governments in Montana spent 
about $807 million in fiscal 1975—or $1,100 per 
capita fo r what is called d irect general
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expenditures. The figures in table 3 include all state! 
and local spending except that by liquor stores and 
the unemployment insurance program. They are 
not comparable to the federal figures in table 2. Thei 
federal data are for fiscal 1976; the state and local 
for 1975. The federal figures are by agency; the state 
and local data represent spending by function. 
And, the $807 million of total expenditures by state 
and local governments includes about $222 million 
from the federal government, which also would be 
included in the 1975 federal outlay figures.
Certainly $807 million in expenditures by a state 
with only 750,000 residents and rather low incomes 
suggests a rather heavy fiscal burden. But when we 
look at expenditures in relation to personal 
income, Montana is not much different from the 
typical state (table 4). In fiscal 1975, state and local 
governments in Montana spent $222 for each 
$1,000 of personal income. The figure for the 
median state was $205. Median means middle, of 
course. So half the fifty states spent more than $205 
per $1,000 of personal income in fiscal 1975, and 
half spent less than $205. Montana was a little above 
the median at $222. But there were a lot of states at 
or near the median and only 10 had expenditures
Figure 1. Employment, Montana and the United 
States, 1960 - 1970
Table 1
State and Local Government Employment 
Montana, 1976
per $1,000 of personal income higher than 
Montana. As table 4 indicates, Montana spends 
more on education and highways and less on other 
public services than the middle state.
Table 4
Per Capita Expenditures Per $1,000 of 
Personal Income, Montana State and 
Local Governments 
Fiscal 1975
Source: U.S. Department o f Commerce, Bureau o f the 
Census.
Table 5
General Revenue Per $1,000 of Personal 





Total general revenue $231 $199
Federal government 61 45
State and local 170 153
Taxes 126 117
Charges and other 44 37
Source: U.S. Department o f Commerce, Bureau o f the
Census.
A good share of the money our state and local 
governments spend comes from the federal 
government. O f the $231 in revenue per $1,000 in 
personal income received by Montana state and 
local governments in fiscal 1975, $61 came from the 
federal government; this was considerably more in 
federal assistance than the median state received. 
Even so, our state and local taxes were slightly 
higher in relation to our incomes—$126 dollars of 
taxes per $1,000 of personal income in Montana 
compared to a median state figure of $117. Twelve 
states collected more state and local taxes per 
$1,000 of income than did Montana. These figures 
include all state and local taxes collected—personal 
and corporate income taxes, property taxes, coal 








Source: Montana Department o f Labor and Industry, 
Employment Security Division.
Total $1,231,599,000









All other agencies 108,944,000
Source: Federal Outlays in Montana, Fiscal Year 1976, 






Health and hospitals 39,300,000
AI1 other 231^400^000




Total general expenditures $222 $205
Education 97 77
Local schools 69 53
Highways 33 24
Public welfare 17 19
Health and hospitals 11 15
All other 64 70
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"Unemployment Insurance in Montana” Thomas 
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1975” Susan Selig Wallwork
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Howard Puckett
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